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FOREWORD 


This Doctoral Series “Reforming Self: Pitfalls to Avoid Guarantee Your Success 
in Reforming Your Organization” provides a summary of tax administration 
reform. Comprehensive study and complete statements in the context of the 
developing Indonesia's economy during 2002-2015. It is a wholehearted 


analysis that unveils the tax reform in a rewarding intellectual approach. 


Polytechnic of State Finance STAN (PKN STAN) has been undertaking 
continues academic reform. For the most part of the academic reform, this 
book is published to meet individual academic community needs and 
interests, not only in PKN STAN but also in other universities. Moreover, this 
book also provides relevant policymaker with most of the evidence they need 


to ensure that tax policy, current and future reforms are robust. 


All of us in PKN STAN are supporting each other to assure that we will have 
forthcoming published doctoral series from other faculty members. We wish 


the readers invaluable key takeaways. 


Vice Director of Academic - PKN STAN 
Evy Mulyani, Ak, MBA, PhD, CA, CACP 
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ABSTRACT 


This book reports a research project that investigated the ongoing tax 
administration reform taken place in Indonesia between 2002 and 2007 for 
the first part of the study and between 2007 and 2015 for the second part of 
the study. Taxation is without a doubt essential in supporting Indonesia's 
strive in development. In particular, the tax administration handled by the 
Directorate General of Taxes (DGT) is of greaterimportance. To empower this 
organisation, a series of reform have taken place. This study identified two 
significant reforms: The reform taken place in 1983 that put forward the self- 
assessment system: and the subseguent reform that started in 2001 that 
established the basis of the current administration system. Despite these 
efforts, the DGT seems to be unable to meet its most important target: tax 
revenue collection. This book focuses on the administration side of the tax 
system and examines some of the possible contributing factors that causes 
the deficiency in revenue collection. The study used in-depth, intensive 
interviews as the primary data collection. Technically, the data collection was 
divided into two stages. 

The first stage of examination involved the tax administration pilot 
project reform that was led and initiated by the IMF that started 2001. In this 
stage, ten interviews were conducted with seven participants who were 
involved in that project between 2002 and 2007. A secondary data collection 
was conducted by examining the report published by the DGT and illustrates 
the experiences of the DGT's staff surrounding that event. One of these 
follow-up interviews was conducted over the phone using WhatsApp 


internet-messaging app as the participant was overseas. 


The second stage of the data collection examined the current tax 
administration and built on the information obtained from stage one of data 
collection between 2015 and 2016. In stage two, nineteen interviews with 
fourteen participants were conducted. A further focus group discussion with 
seven taxpayers was also conducted in this stage. 

The findings reported in this book represent concepts grounded from 
the research participants' views. Six concepts were identified from stage one. 
These are non-operative militancy, reward, thorough examination in the 
penalty system, supportive supervisor, positive working environment, and 
external pressure. From stage two, five concepts—grouped in two categories 
named expectation gap and communication gap—complete the overall 
picture. 

This book develops a substantive theory that explains the nature of an 
effective tax administration—in an Indonesian context—grounded on the 
participants' experiences and views. This study reports that for a tax 
administration to be effective, in addition to attributes such as financial 
rewards or improved physical facilities—it reguires both internal and external 
factors. While external factor can materialise in a third party's intervention— 
such as the IMF in this case—internal factors manifest in the form the six 
concepts identified in this book. 

This book contributes to the literature and practice by shedding light 
on the DGT's organisational reform. As the current literature is dominated by 
taxpayer-focused studies, this study adds to a more complete picture of the 
tax administration in Indonesia. It reveals that having staff members with a 
higher degree of militancy is essential in such reform, particularly in the 


Indonesian tax office's context. It then goes on to identify several factors that 


vi 


are considered important in maintaining such sense of militancy. The 
comparison of the application of these factors and their idealised versions are 
illustrated as gaps in this book. This highlights that for further research, it is 
important to see how these gaps evolve over time. 


Keywords: taxation, administration, leadership, change, reform, revenue. 
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CHAPTER I 
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CHAPTER I 
INTRODUCTION 


I BACKGROUND AND CONTEXT 


Indonesia began undertaking its first major tax reform in 1981. In that 
year, the World Bank noted that Indonesia's Gross Domestic Product (GDP) 
was USD 92.47 billion (2016 GDP was USD 932.26 billion) with industry 
holding the largest share (41.2146), followed by services (35.434) and 
agriculture (23.3696)." At that time, Indonesia used a tax system inherited from 
the Dutch administration. Typical for a developing country, the system was 
considered inefficient because of the limited number of taxpayers, lack of 
modern administration and—in Indonesia's case—high level of tax 
avoidance.? The system was also outdated and complicated and its collection 
procedures were poor. Hence, compliance—defined as 'the willingness of 
taxpayers to act in accordance with the statutory reguirements or intentions 


of the tax law and administration'—and tax return lodgement rates were low 


' World Bank, World Development Indicators 


«http://api.worldbank.org/v2/en/country/idn?downloadformat-excel». 


Hidayat Amir, John Asafu-Adjaye and Tien Ducpham, 'The Impact of the Indonesian Income Tax 
Reform: a CGE Analysis' (2013) 31(0) Economic Modelling 492. 

Malcolm Gillis, "Micro and Macroeconomics of Tax Reform: Indonesia' (1985) 19(3) Journal of 
Development Economics 221. 


Simon James, A Dictionary of Taxation (Edward Elgar, 2nd ed, 2012). 


and there was an increasing amount of uncollected taxes.” As a result, 
proceeds outside oil taxation were limited. Overall, the tax system was seen 
to be inefficient, unproductive, ineffective at income redistribution and prone 
to manipulation.' 

This book begins with a description of the historical context of tax 
reform in Indonesia. This is followed by identification of a potential problem 
at the administration side of the reform, in particular the behaviour and 
motivational factors of tax administration personnel to determine how the 
performance of tax officials and the DGT can be improved to maximise 
revenue collection. Afterwards, a discussion on a model formulated based on 
concepts raised by research participants in this study—a model that may help 
to map the solution to the problems—is presented. The book concludes by 
identifying potential research opportunities that could be pursued further. 


Further details on the organisation of this book are outlined in Part III. 


A First Major Reform 

The first major reform was initiated in 1981 and started with the 
introduction of the 1984 income tax law. The objective of this reform was to 
increase non-oil revenue, create more effective income distribution, increase 
efficiency and reduce transaction costs by limiting the opportunity for 


corruption. Its main feature was simplification.? Various tax incentives were 


2 Gitte Heij, Tax Administration and Compliance in Indonesia, Policy Paper/Asia Research Centre on 
Social, Political, and Economic Change, Murdoch University, (Asia Research Centre on Social, Political, 
and Economic Change, Murdoch University, 1993). 

Gillis, above n 3. 

1. Ibid. 

8 Ibid. 

2 Arnold C Harberger, 'Lessons of Tax Reform from the Experiences of Uruguay, Indonesia, and Chile' 


in Malcolm Gillis (ed), Tax Reform in Developing Countries (Duke University Press, 1989) 27. 


removed, the tax base was broadened and tax rates were reduced to a 
maximum 354 from an initial rate of 5096 for individuals and 454 for firms. A 
single tax identification number was introduced. Additionally, the low-income 
threshold was increased, meaning that most Indonesians were not subject to 
income taxation. In addition, companies were reguired to withhold tax on 
salary and wages and on investment income. Taxpayers earning only 
employment income were not reguired to lodge tax returns. 

In addition, a legislation containing a combination of value-added tax 
(VAT) and sales tax on luxury goods (STLG) was enacted replacing sales tax 
and turnover tax legislation. The VAT used the credit method and generally 
followed the destination principle applied in Europe. For simplicity reasons, a 
single rate of 10x was used with no exemptions. Further simplification was 
achieved by exempting small businesses from VAT. Land and building tax 
(LBT) and stamp duty laws were later introduced. Until now, these taxes were 
the only taxes administered by the Directorate General of Taxes (DGT) and 
have been the major contributors to national revenue. 

The DGT's organisation employed a type-of-tax approach during the 
time of the first major reform. Income tax and VAT were administered by the 
Kantor Pelayanan Pajak (KPP, District Tax Office) while LBT was managed by 
the Kantor Pelayanan Pajak Bumi dan Bangunan (KP PBB, Land and Building 
Tax Office). The Kantor Pemeriksaan dan Penyidikan Pajak (Karikpa, Tax 
Auditor Office) dealt with tax auditing. 

The reform was assisted by foreign advisers from the Harvard Institute 


for International Development (HIID), who appeared to dominate the reform 


process.'? They were predominantly Americans or had an American 
background and this influenced their approach.'' The income tax law, for 
instance, featured the Western view of a good tax system, such as simplicity 
and low tax rates, as found in the United States (US) and Britain in that era. 
Although this reform was viewed as successful in increasing non-oil 
tax revenue,'? which mainly contributed in terms of growth in the non-oil tax 
base and an extensive use of the withholding mechanism." Nonetheless, the 
tax revenue-to-GDP ratio increased from 5.04 in 1980-1981 to 9.9Xc in 1995— 
1996." The number of taxpayers also rose sharply between 1983 and 1986. 
Strong growth too was evidenced in the number of businesses registered for 
VAT in the period 1985-1990." By 2015, total taxpayers reached more than 
30 million.'$ The reform was also seen to be a success in its introduction of a 


VAT without affecting economic stability." 


10 Gitte Heij, "The 1981—83 Indonesian Income Tax Reform Process: Who Pulled The Strings?' (2001) 37(2) 
Bulletin of Indonesian Economic Studies 233. 

M Ibid. 

Fuad Bawazier, 'Reformasi Pajak di Indonesia' (2011) 8(1) Jurnal Legislasi Indonesia 1. 

13 ' Mohamad Ikhsan, Ledi Trialdi and Syarif Syahrial, "Indonesia's New Tax Reform: Potential and 

Direction' (2005) 16(6) Journal of Asian Economics 1029. 

Amir, Asafu-Adjaye and Ducpham, above n 2. 

Wing Thye Woo, Bruce Glassburner and Anwar Nasution, Macroeconomic Policies, Crises, and Long- 

Term Growth in Indonesia, 1965-90, World Bank Comparative Macroeconomic Studies (World Bank, 

1994). 

16 Refleksi Tingkat Kepatuhan Wajib Pajak (23 March 2016) 
« http://www.pajak.go.id/content/article/refleksi-tingkat-kepatuhan-wajib-pajak». 

17 Malcolm Gillis, "Comprehensive Tax Reform: The Indonesian Experience, 1981-1988' in Malcolm Gillis 


(ed), Tax Reform in Developing Countries (Duke University Press, 1989) 79. 


B Second Major Reform 

Following the Asian economic crisis in 1997-1998, it was recognised 
that there was a need to improve the overall efficiency of the Indonesian tax 
administration system: and several international donors—such as the IMF, 
AusAID, CIDA, and JlCA—were in fact involved in providing assistance on this 
matter.'? This book focuses on the tax administration project reform assisted 
by the IMF. This is because this particular part of the reform project resulted 
in core tax administration principles that later on became the integral parts of 
the whole tax administration system in Indonesia. 

The involvement of the IMF in the Indonesian tax administration 
reform started with point 12 of the Letter of Intent (Lol) dated 20" January 
2000 which recognised the need to overhaul the Indonesian tax 
administration system.'” Later on—in a Lol dated 9" April 2002—it was stated 
that Large Taxpayer Office (LTO) 1 to 2 be established in June 2002 as an effort 
to strengthen tax administration and improve tax revenue collection.? These 
new offices featured a function-based organisation, service-oriented system, 


accelerated refund process and effective enforcement.?' 


18 Rizal, Yond. 2011. 'Lessons from Indonesian Tax Administration Reform Phase 1 (2001-2008): Does 
Good Governance Matter?" in Hirotsune Kimura, Suharko, Aser B Javier and Ake Tangsupvattana (eds.), 
Limits of Good Governance in Developing Countries (Gadjah Mada University Press: Yogyakarta) 414. 

19 Gol, Letter of Intent of the Government of Indonesia and Memorandum of Economic and Financial 


Policies « http://www.imf.org/external/np/loi/2000/idn/01/2. 


20 Gol, Letter of Intent, Memorandum of Economic and Financial Policies, and Technical Memorandum of 


Understanding «http://www.imf.org/external/np/loi/2002/idn/01/index.htm». 


2 John Brondolo et al, "Tax Administration Reform and Fiscal Adjustment: the Case of Indonesia (2001- 


07)' (2008) IMF Working Paper No WP/08/129. 


Given the IMF's known-preference towards the adoption of a Large 
Taxpayer Unit (LTU),2 it is reasonable to believe that the establishment of two 
LTOs offices in Indonesia was part of the conditions imposed by the IMF on 
the Government of Indonesia (Gol). Another indication for this, for instance, 
can be seen in the decision to use a function-based organisation, which is 
consistent with the IMF's view that an LTU be mandated to administer all 
major national taxes,? a view that was literally a departure from what was 
practised in Indonesia in that era. This new organisational type however is 
believed to help improve taxpayer services. 

The main reason for using an LTU generally is to secure revenue? by 
ensuring taxpayer compliance through on-time filing and tax payment.2 It is 
believed that such a unit increases compliance and improves administrative 
effectiveness.” Nevertheless, LTUs may fail if the general tax reform agenda 
is not based on a gradual process, strong political will and an emphasis on 
simplicity.? Once an LTU is functioning well, its design can then be applied 


nationally. It therefore can act as a catalyst for a wider reform process.? 


2 Roy W Bahl and Richard M Bird, 'Tax Policy in Developing Countries: Looking Back—and Forward' 


(2008) LXI(2) National Tax Journal 279. 


2 Katherine Baer, Olivier P Benon and Juan Toro, Improving Large Taxpayers' Compliance: A Review of 


Country Experience (IMF, 2002). 


24 William McCarten, 'The Role of Organizational Design in the Revenue Strategies of Developing 


Countries: Benchmarking with VAT Performance' in James Alm, Jorge Martinez-Vazguez and Mark 


Rider (eds), The Challenges of Tax Reform in a Global Economy (New York : Springer, 2006) 413. 


25  Baer, Benon and Toro, aboven 23. 


26 Charles L Vehorn, 'Fiscal Adjustment in Developing Countries Through Tax Administration Reform' 


(2011) 45(1) The Journal of Developing Areas 323. 


2 Baer, Benon and Toro, above n 23. 


28  VYehorn, aboven 26. 


29  McCarten, aboven 24. 


In Indonesia, the pilot project for tax administration modernisation 
took an incremental approach. As previously mentioned, it was initiated by 
the establishment of the LTO in 2002 and its design was subseguently tested 
in Central Jakarta with pilot offices for medium taxpayers (Medium Taxpayer 
Office, MTO) and small taxpayers (Small Taxpayer Office, STO) in 2004. In 
addition to the IMF, other agencies were also involved in the early stages of 
the two LTOs, such as the AusAID who contributed more than AUD 650 
thousand between 2002-2003.?' The involvement of such donor agencies was 
mainly because of the inability of the IMF to further finance their assistance 
on the Indonesian tax reform,?? particularly when their project approached its 
expiration in 2003. 

The AusAID commenced its contribution to this IMF-led programme 
by sending two advisors in 2002. Although funded by the AusAID, the nature 
of the assistance provided by these advisors followed strictly the guidelines 
set by the IMF. Another significant donor in this project was the World Bank 
who provided a loan of USD 110 million for a project named Project for 


Indonesian Tax Administration Reform (PINTAR), which largely concerned 


30 Minister of Finance Regulation No 65/KMK.01/2002. 

AusAID, JSCFADT Foreign Affairs Sub-Committee: Inguiry into Australia's Relationship with Indonesia 
(Reguest for Further Information from AusAlD) 
« https://www.aph.gov.au/-/media/wopapub/house/committee/jfadt/indonesia/subs/ 

subindo116 pdf.ashx» 

Forrester, Geoff, Staying the Course: AusAID's Governance Performance in Indonesia 
« https://archive.lowyinstitute.org/sites/default/files/pubfiles/Forrester962C Staying the course A4 v 
2 full 1.pdfz. 

33  AuSAID, aboven 31. 


Forrester, above n 32. 


with the DGT's information technology.” However, due to the lack of 
satisfactory progress, this project was suspended.?” As a conseguence, the 
subseguent results of the reform can reasonably be attributed to the overall 
IMF's tax administration reform programme. Such results include for instance 
the high taxpayer satisfaction score in the AC Nielsen eO survey” and a 
significant increase in revenue collection (see Chapter III for a more detailed 
discussion). According to Brondolo, the increase in compliance that led to the 
revenue rises through these pilot offices was mostly associated with the 
administrative reform.? 

The system applied in the pilot offices was adopted nationally under 
the tax administration modernisation programme initiated in 2007. The focus 
was on improving voluntary compliance, taxpayer trust and tax officials' 
productivity through improved service guality and the taxpayer monitoring 
system.” In this context, several changes were introduced, including the 


following. 


35 The World Bank, Project Appraisal Document on a Proposed Loan in the Amount of US$ 110.0 Million 


to the Republic of Indonesia in Support of a Project for Indonesian Tax Administration Reform The 
World Bank 
« http://documents.worldbank.org/curated/en/841691468041698134/pdf/467310PADOP10010only1 
00R20081027211.pdf». 
36 The World Bank, Implementation Status & Results Indonesia Project for Indonesian Tax Administration 
Reform (PINTAR) (P100740) The World Bank 
« http://documents.worldbank.org/curated/en/433251468266364163/pdf/ISR-Disclosable-P100740- 
10-04-2014-1412435874143.pdf». 
37  Brondolo et al, aboven 21. 
8 Ibid. 
39 


Liberti Pandiangan and Rayendra L Toruan, Modernisasi & Reformasi Pelayanan Perpajakan 


Berdasarkan UU Terbaru (Elex Media Komputindo, 2008). 


1 Organisational Changes 

The focus of the reform was to increase taxpayer services and 
monitoring using a customer-oriented approach. To achieve this, several 
changes were introduced, including: 

1. The unification of three types of tax offices—the KPP, KP PBB and 
Karikpa—into a single office following the model of the pilot 
offices. It was expected that taxpayer services would increase as 
they would only need to visit one, rather than three, offices. This 
reorganisation was completed nationally in 2008. 

2. The introduction of an account representative (AR) role. The main 
duties of an AR are providing consultation to taxpayers, informing 
taxpayers of the latest tax rules and conducting taxpayer 
compliance monitoring. This design means that the tax office 


'knows their taxpayers'. 


2 Business Process Changes 

Business process changes are aimed at implementing an automation 
system, particularly for clerical jobs: thereby increasing efficiency and 
effectiveness. In this process, development of standard operating procedures 
(SOPs) began in 2007. Another change was the introduction of an electronic 
system. This included the e-filing and e-registration system for taxpayers and 
the Sistem Informasi DJP (DGT's Information System) for tax administration 
purposes. In addition, a limited electronic tax payment facility was introduced 


in 2013. 
3 Human Resource Management Changes 


In the human resources context, the administrative reform included 


introduction of an employee competence assessment, a customer-driven 


approach and continuous improvement. A code of conduct was also 
developed and it was made compulsory for tax office employees to abide by 


the code of conduct.” 


C Organisational Performance 
The second major reform led to tax organisations being recognised 
via the receipt of several awards, for example:" 
1. Naming as the most innovative public service provider as 
recognised by MarkPlus Insight—an Indonesian marketing 
consulting firm—in 2009. 

2. Obtaining a high Anti-Corruption Initiatives Assessment score of 
8.18 from the Indonesian Corruption Eradication Commission in 
2011. 

3. Winning various medals in international contact centre 

competitions. 

National revenue, however, does not reflect the positive trend seen for 
the pilot offices. Despite the continuous GDP increase, overall, the tax 
revenue-to-GDP ratio fell from 1296 in 2006 to 1096 in 2015. A higher ratio can 
be seen in 2008, possibly because of the revenue increase as a result of the 
partial tax amnesty—known as the sunset policy—in that year. Overall, in 
2007-2015, the average tax revenue-to-GDP ratio dropped to 1146 from a 


1346 average for 1999-2006 at the period when Indonesia's GDP showed a 


40 As part of the preventive measure to minimise corruption within the Indonesian tax office, every tax 


officer is reguired to abide by a set code of conduct, consisting of nine obligations and eight 
prohibitions (Minister of Finance Regulation No 1/PM.3/2007). 
M 


Directorate General of Taxes, 'Harmonization in Building the Nation (2012 Annual Report)' (Directorate 


General of  Taxes, 2012) « http://www.pajak.go.id/sites/default/files/AR#20DJP96202012- 


Engx20x28Lowresk29.pdf». 
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continuing increase (Table 1.1). Normally, a GDP increase positively correlates 
with tax revenue increase, in a sense that as GDP rises, tax revenue grows 
accordingly. This is because the size of GDP normally indicates a country's 
development stage. As a country's development stage advances—as 


indicated by an increase in GPD—its capacity to collect taxes normally 


1.12 


increases as well.“ What was evident in Indonesia as shown in Table 1.1 


however indicates otherwise. 
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Figure I.1 Tax revenue-to-GDP ratio (1991-2016) 


The nature of the decline however differs from one tax to another. 
Income tax (non oil and gas) for instance shows a continuous decreasing 
pattern albeit there is a slight increase in 2015 (Figure 1.2). Such a declining 


pattern is also evident in othertaxes, such as income tax (oil and gas) and LBT 


42 Raja J. Chelliah, "Trends in Taxation in Developing Countries' (1971) 18(2) IMF Staff Papers 254. 
43 The chart is based on data obtained from World Bank, World Development Indicators 


«http://api.worldbank.org/v2/en/country/idn?downloadformat-excel» accessed on 3 January 2018. 
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(Land and Building Tax)-DLBA (Duty on Land and Building Acguisition). For 


VAT and Sales Tax on Luxury Goods, the revenue to GDP ratio seems to 


fluctuate between 396 and 496. These two taxes, too, show a declining trend 


between 2013 and 2015. 


2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 


meme Income tax (NON oil and gas) see VAT and STLG 
LBT and DLBA —s Other taxes 


meme Income tax (oi and gas) 


Figure 1.2 Tax revenue-to-GDP ratio for each tax (1991-2015) 


Further, in 2007-2012, the average ratio was lower than that of 


neighbouring countries (Figure 1.3). Even when oil and gas tax revenue are 


excluded, the average ratio was still lower. 


44 


The chart is based on data obtained from the World  Bank's database 
(http://api.worldbank.org/v2/en/country/IDN) accessed on 14 June 2017 and Central Government 
Financial — Statement (https://www.kemenkeu.go.id/Page/laporan-keuangan-pemerintah-pusat) 


accessed on 22 June 2017. 
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Figure 1.3 Average of tax revenue-to-GDP ratio (2007-2015)45 


Another indication of revenue performance can be gained from 


Indonesia's tax effort. Tax effort basically refers to the ratio between real tax 


collection and tax capacity, which is the maximum tax revenue that can be 


collected. Based on the 1991-2006 data, it is estimated that Indonesia raised 


59.896 of its full taxing capacity. This proportion decreased to 47.04 for 


20117 As such—based on the 1994-2009 data—a World Bank study 


classified Indonesia as a country with low tax effort and tax collection.” This 


means that revenue is collected below maximum capacity and the agency 


45 


46 


47 


48 


The chart is based on data obtained from the World  Bank's database 
(http://data.worldbank.org/indicator/GC. 

TAX.TOTL.GD.ZS) accessed on 14 June 2017. 

Ricardo Fenochietto and Carola Pessino, "Understanding Countries' Tax Effort' (Working Paper No 
WP/13/244, International Monetary Fund, 2013) 
« http://www.imf.org/external/pubs/ft/wp/2013/wp13244.pdf». 
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suggests that more emphasis should be put on revenue enhancement 
through policy and administrative reform. Another indication, since 2007, is 
that the DGT was only just able to meet its legislated tax revenue target in 
2008 (Figure 1.4), possibly because of the tax amnesty mentioned earlier. 
Although one could guestion how these targets are set, this trend may reflect 
the DGT's limited capacity. This fact is alarming as taxation makes a major 
contribution to Indonesia's revenue (Figure 1.5). The compliance level was also 
low—a problem already noted by the World Bank in the 1990s.” As an 
indication, in 2016, almost 4096 of those who were obliged to lodge an income 
tax return failed to do so (Figure 1.6). 
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Figure I.4 Tax revenue and tax revenue target (2007—2016)” 
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Figure I.5 Tax revenue contribution towards total revenue (2004-2016)? 
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51 


The chart is based on data obtained from the Central Government Financial Statement (audited). There 
are eight auditor's reports on these statements for the financial year of 2004 until 2016. These reports 
are available for download from the website of the State Audit Agency at 
«http://www.bpk.go.id/Ikpp» (last accessed on 22 June 2017). This chart uses data compiled from 
these reports. 

This chart is based on data obtained from Government of Indonesia financial report (audited) from 


2014 to 2016. The 2017 report is not available at the time of writing. 
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Figure 1.6 Tax return lodgement ratio (2006-—2016)?2 


It can be seen in Figure 1.6 that, following the tax amnesty in 2008, 


there was a rise in the tax return lodgement ratio and a continuing increase 


in the number of taxpayers who lodged tax returns. However, it is interesting 


to note that despite this increase, revenue performance in the same period 


moved in the opposite direction (Figure 1.1). 


This perhaps was contributed by the fact that it was possible for tax 


returns to be lodged without any tax payments, particularly for employment 


income. As the income tax on such income was already withheld, it was often 


the case where employees did not feel the need to register as taxpayers and 


lodge tax returns. However, when the income tax legislation was amended in 


2008, unregistered taxpayers were subject to a 2046 penalty on their tax 


52 


The chart is based on data obtained from the 2010 DGT's annual report 
(http://www.pajak.go.id/sites/default/files/Annual20Report?620DJPx202010-ENG.pdf) accessed on 
21 June 2017 and the 2016 DGT's performance report 
(http://www.pajak.go.id/sites/default/files/LAKIN9620DJP96202016.pdf) accessed on 21 June 2017. 
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payable. This resulted in a large increase in newly-registered taxpayers simply 
to avoid the 20X penalty. They eventually lodged tax returns in subseguent 
years, which may had caused the growth in tax return lodgement ratio seen 
in Figure 1.6. Tax revenue however did not increase accordingly as their taxes 
were actually already withheld regardless their taxpayer registration status. 

It can also be seen in this illustration that the Indonesian tax system 
follows the self-assessment system, where tax liability is mostly based on 
information provided voluntarily by the taxpayer.” This system itself is not 
new as it has been adopted in the US and Canada since the 1910s (Table 1.1). 


Table I.1 The adoption of the self-assessment system in selected 
countries”4 


Sati Year of Adoption 
Company Individuals 
United States 1913 1913 
Canada 1917 1917 
Japan 1947 1947 
Sri Langka 1972 1972 
Pakistan 1979 1979 
Australia 1986/1987 1992 
New Zealand 1988 1988 
United Kingdom 1999 1996/1997 
Malaysia 2001 2004 


The OECD in their report shows that most of their non-European 
members have adopted the self-assessment system.” Around 5096 of the 
OECD members (N-32) apply this system in their personal income tax system, 


whereas for corporate income tax, the proportion is higher at around 604. In 


58 Rex Marshall, Malcolm Smith and Robert W. Armstrong, 'Self-Assessment and the Tax Audit Lottery: 


the Australian Experience' (1997) 12(1) 9. 
54 Noor Sharoja Sapiei and Jeyapalan Kasipillai, 'Impacts of the Self-Assessment System for Corporate 
Taxpayers' (2013) 3(2) American Journal of Economics 75. 


55 OECD, Tax Administration 2013 (OECD, 2013). 
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addition, OECD also reports the adoption of the self-assessment in non-OECD 
members included in that study (N-20) is higher than in OECD members, at 
the rate of 60X and 874 for personal and corporate income tax respectively. 

The self-assessment system as applied in Indonesia relies on voluntary 
compliance. Theoretically, voluntary compliance is likely to exist if the revenue 
authority can demonstrate a service-client attitude to increase trust in the 
authority.”€ The findings of the AC Nielsen survey of the pilot offices (the LTO, 
MTO and STO projects) seem to be consistent with this. 

The DGT's commitment towards the client-oriented approach is 
evident in terms of revenue, however, the strong growth seen in the pilot 
offices does not seem to be evident since the administration style from that 
project was adopted nationally, despite the continuous GDP rise. This is 
perhaps related to the low compliance level indicated in Figure 1.6. 

D Scope of The Research 
There are two groups of taxes in Indonesia. The first group is local 


taxes, managed by either provincial or district/municipality governments 


(Table 1.2). 


Table 1.2 Local taxess8 


Government level — Tax type 
Provincial Pajak Kendaraan Bermotor (motor vehicle tax) 
Bea Balik Nama Kendaraan Bermotor (motor vehicle transfer 
tax) 
Pajak Bahan Bakar Kendaraan Bermotor (fuel tax) 
Pajak Air Permukaan (surface water tax) 
Pajak Rokok (cigarette tax) 


District/municipality Pajak Hotel (hotel tax) 


Erich Kirchler, Erik Hoelzl and Ingrid Wahl, 'Enforced Versus Voluntary Tax Compliance: the “Slippery 
Slope" Framework' (2008) 29(2) Journal of Economic Psychology 210. 

57 Law No 28 of 2009. 

8  Ibid. 


Government level — Tax type 


Pajak Restoran (restaurant tax) 

Pajak Hiburan (entertainment tax) 

Pajak Reklame (advertisement tax) 

Pajak Penerangan Jalan (streetlight tax) 

Pajak Mineral Bukan Logam dan Batuan (non-metal and rock 
mineral tax) 

Pajak Parkir (parking tax) 

Pajak Air Tanah (ground water tax) 

Pajak Sarang Burung Walet (swift's nest tax) 

Pajak Bumi dan Bangunan Perdesaan dan Perkotaan (LBT) 
Bea Perolehan Hak atas Tanah dan Bangunan (DLBA) 


Second, there are taxes administered by the central government 
through the DGT. This includes income tax, VAT and sales tax on luxury goods, 
and Land and Building tax for the plantation, forestry and mining sector. 
Further discussions in this book regarding Indonesian taxes—such as the ratio 
of tax revenue to GDP—rrefer to these central taxes only. A brief discussion of 
each tax type that belongs to this second group is as follows. 

1. Income Tax 

Income tax is levied on individuals and corporate entities. Generally, 
an individual is regarded as a taxpayer if they:”? 

1. reside in Indonesia 

2. are present in Indonesia for more than 183 days in a given financial 

year 

3. are present in Indonesia and intend to reside in Indonesia. 

An individual earning annual income higher than the annual non- 
yag 


taxable income (Table 1.3)” is subject to income taxation. 


59 Article 2 paragraph (3) Law No 36 of 2008. 
66  Minister of Finance Regulation No 122/PMK.010/2015. 


Table 1.3 Non-taxable incomef' 


Item Non-taxable income 
Taxpayer 36,000,000 

Spouse 3,000,000 

Dependant (maximum of three) 3,000,000 


The applicable tax rate follows a progressive system and ranges from 


596 as the lowest to 3096 as the top rate (Table 1.4).52 


Table 1.4 Income tax rates for individuals$? 


Taxable income Rate 
The first IDR 50 million 56 
The next IDR 200 million 1596 
The next IDR 250 million 256 
The next amount over IDR 500 million 3096 


However, corporate taxpayers are subject to a flat rate of 2556.” A 
reduction in rate of 596, resulting in a 2046 effective rate, is applicable for 
companies whose shares are at least 40$6 publicly traded in the stock 
exchange. Small businesses with an annual turnover not exceeding IDR 4.8 
billion are, however, subject to 146 taxation levied on their gross turnover." 
This effectively puts them in a rather unfortunate position as the decision to 


use gross turnover as a tax base makes them always liable to pay tax even 


though they may have losses. 


8 Minister of Finance Regulation No 122/PMK.010/2015. 
622 Article 17 paragraph (1) Law No 36 of 2008. 

68 Law No 36 of 2008. 

64 Article 17 paragraph (2a) Law No 36 of 2008. 


65 Government Regulation No 46/2013. 
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It is to be noted that the Indonesian income tax operates mainly via a 
withholding system. This includes salary and wages: purchases made by 
government institutions, passive income and payments made to non-resident 
taxpayers, and final taxes on items such as rental property income or the small 
business taxation. Some of these withholding tax payments can be credited 
against total income tax payable. 

There are multiple rates for this withholding system. For example, 
withholding tax under article 4 paragraph (2) has 20 different rates ranging 
from 0.14 of gross sales for income derived from the sale of shares obtained 
by venture capital” to 2546 of gross income in the form of a prize.” As 
mentioned, these so-called final taxes cannot be credited at the end of a 
financial year when a tax return is lodged. Other withholding taxes have their 
own rate structure, totalling 55 rates in addition to the progressive rate in 


article 17 (Table 1.5). 


Table I.5 Number of applicable withholding tax rates! 


Applicable article on income tax Number of rates 
Article 4 paragraph (2) 20 
Article 15 5 
Article 21 11 
Article 22 15 
Article 26 4 


A company is regarded as a resident taxpayer if it is incorporated in 


Indonesia? A permanent establishment, through which a foreign entity 


Government Regulation No 4/1995. 

67 Government Regulation No 132/2000. 

68 Law No 36 of 2008. 

69 Article 2 paragraph (3) Law No 36 of 2008. 
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carrying on a business in Indonesia, is generally treated as if it were a resident 
corporate taxpayer.' Companies are liable to withhold income taxes on 
dividends paid to their shareholders at the rate of 154 for company 
shareholders or 1096 for individual shareholders.'' There are some income tax 
incentives available for companies in the form of, for example, tax holidays, 
rate reduction for publicly listed companies or fixed asset revaluation. 
Regarding international taxation, Indonesia currently has a network of double 
tax agreements with 65 jurisdictions and six tax information exchange 
agreements. This includes offshore jurisdictions such as the Bahamas, 
Bermuda, Guernsey, Isle of Man, Jersey and San Marino. 
2. Value-added Tax and Sales tax on Luxury Goods 

Another important source of revenue is VAT and sales tax on luxury 
goods. Generally, the Indonesian type of VAT follows the European system.'? 
In essence, transactions involving most goods or services made by a 
registered enterprise (known as a Pengusaha Kena Pajak) are subject to VAT. 


This includes:'? 


A 


sale of taxable goods/services 

2. import of taxable goods 

3. use of foreign taxable intangible goods 
4 


use of foreign taxable services 


70 Article 2 paragraph (Ta) Law No 36 of 2008. 

1 Itcan be seen here that the Indonesian dividend taxation system uses the classical system where 
monies paid as dividend are taxed twice: at the hand of the company before the distribution is made 
and at hand of shareholder when the distribution is made. There is no tax credit available for 
shareholder on taxes already paid by the company. 

72 


Gillis, above n 17. 


733 Article 4 Law No 42 of 2009. 
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5. export of taxable goods (tangible or otherwise) or services. 

Unless stated otherwise, all goods or services are subject to VAT. VAT- 
exempt goods include raw mining products (such as crude oil, coal and gas), 
basic commodities (such as rice, soybeans and corn), food and beverages 
served in hotels or restaurants and financial products such as money, 
securities and gold bars.'” For services, the exemptions include medical, 
financial, religious, educational and hotel services. 

A business with an annual turnover of at least IDR 4.8 billion per 
annum (-AUD 488,000 on 23 May 2016) must be registered for VAT 
purposes.'? When this threshold is reached, the enterprise must register for 
VAT purposes. Once registered, it must withhold, as VAT on sales, 1096” of 
the value of the exchange it makes on taxable goods or services. It also is 
entitled to claim input tax credit on purchases from its registered business 
partners. The difference between the amounts it withheld and the amount 
paid to other parties can be either payable or claimed as atax refund. 

VAT is calculated by multiplying the tax rate by the tax base, which is 
generally the transaction value or other value.'8 The term other value includes 
several items such as:'” 

1. cost of sales for own use, free gifts or internal transactions 


between branches 


14 Article 4A paragraph (2) Law No 42 of 2009. 

75 Article 4A paragraph (3) Law No 42 of 2009. 

16  Minister of Finance Regulation No 197/PMK.03/2013. 
17 Under article 7 Law No 42 of 2009, the tax rate can be set as low as 556 oras high as 1596. Export is 
also subject to VAT at the rate of 096. 

18 Article 8A Law No 42 of 2009. 


19  Minister of Finance Regulation No 121/PMK.03/2015. 


23 


2. estimated average revenue for movies 

3. retail price for tobacco products 

4. market value for related-party transactions, non-inventory assets 

originally not intended to be sold, remaining inventory on a 
company's dissolution 

5. auction price 

6. agreed price for sales through an intermediary agent 

7. a 10X amount on the actual billing for shipment services, travel 

agency or freight-forwarding services. 

A registered enterprise is reguired to lodge a monthly VAT return 
outlining its transactions in the previous month, VAT withheld from other 
parties and VAT paid to other parties. Overpayments must be accumulated 
and can only be refunded at the end of financial year after a tax audit is 
performed. 

In addition to VAT, sales tax on luxury goods is applicable to certain 
goods deemed as luxury? with a minimum rate of 1096 and a maximum of 
20076,' although the currently applicable rates established under various 
Minister of Finance regulations are between 1096 and 12596. These rates are 
applicable to transactions involving either motor vehicle or non-motor vehicle 
goods (such as luxury houses, aircraft, cruisers or firearms). Unlike VAT, there 
is no tax credit available for sales tax on luxury goods paid to other parties. 
3. Land and Building Tax 

Another type of tax managed by the DGT is the LBT, which is initially 


levied on properties in several sectors such as rural, urban, forestry, mining 


80 Article 5 Law No 42 of 2009. 
81 Article 8 Law No 42 of 2009. 
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and plantation. In 2014, LBT on rural and urban properties was transferred to 
local governments and hence, is no longer managed by the DGT.8 Properties 
in the remaining sectors, however, are still subject to LBT managed by the 
DGT. The LBT is levied on the value of a property, which is calculated either 
based on income generated by the property or costs associated in 
maintaining the property. The applicable rate is 0.546 on 40X of the property 
value. 

This research was prompted by a concern regarding the ability of the 
DGT to meet its tax revenue targets from these central taxes (Figure 1.4). A 
number of factors have been cited in the literature as significant in 
determining tax revenue. In general, income per capita and GDP for instance, 
have been found to positively affect tax revenue.?8485,86 This is logical, as GDP 
generally reflects a country's development stage. As a country's development 


stage advances, its capacity to collect taxes normally increases as well.” Other 


82 Law No 28 of 2009. 
88  Abhijit Sen Gupta, 'Determinants of Tax Revenue Efforts in Developing Countries' (2007) IMF Working 
Paper No WP/07/184. 

84  Gerardo Angeles Castro and Diana Berenice Ramirez Camarillo, 'Determinants of Tax Revenue in OECD 
Countries Over the Period 2001-2011' (2014) 59(3) Contaduria y administracidn 35. 

85  Micah Samuel Gaalya, 'Trade Liberalization and Tax Revenue Performance in Uganda' (2015) 6(2) 
Modern Economy 228. 

86 Jos& Antonio Alonso and Carlos Garcimartin, 'Does Aid Hinder Tax Efforts? More Evidence' (2011) 
CREDIT Research Paper No. 11/04. 


87 Chelliah, above n 42. 
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138 90,91,92,93 


factors include political? and economic stability,”” trade openness, 


95,96 


economic growth,” a strong industrial sector,” or even the protection of 


civil liberties.” 
There are also factors that can negatively affect tax revenue. Some 


examples cited in the literature include social institutions—such as corruption 


and rule of law#—the share of agriculture in an economy,??190101,102 


103,104 


corruption, political instability," and the level of shadow economy.'”$ 


With regards to shadow economy—this generally includes the production of 


88 Imran Sharif Chaudhry and Farzana Munir, 'Determinants of Low Tax Revenue in Pakistan' (2010) 30(2) 


Pakistan Journal of Social Sciences (PJSS) 439. 


89  Gupta, aboven 83. 


2 Ibid. 


1  Gaalya, above n 85. 


22 Azka Amin et al, 'Factors Affecting Tax Collection in Pakistan: An Empirical Investigation' (2014) 2(5) 


Journal of Finance and Economics 149. 


2 Chaudhry and Munir, above n 88. 


4  Saibu Olufemi Muibi and Olatunbosun O Sinbo, 'Macroeconomic Determinants of Tax Revenue in 


Nigeria (1970-2011)' (2013) 28(1) World Applied Sciences Journal 27. 


95 Castro and Camarillo, above n 84. 


9  Gaalya, above n 85. 


7” Castro and Camarillo, above n 84. 


28 Richard M Bird, Jorge Martinez-Vazguez and Benno Torgler, 'Societal Institutions and Tax Effort in 


Developing Countries' (2014) 15(1) Annals of Economics and Finance 185. 


9  Gupta, above n 83. 


100  Chaudhry and Munir, above n 88 


101 Alonso and Garcimartin, above n 86. 


102 Castro and Camarillo, above n 84. 


108 Amin et al, aboven 92. 


104 Alonso and Garcimartin, above n 86. 


105 Amin et al, aboven 92. 
106 Oasis Kodila-Tedika and Mihai Mutascu, 'Shadow Economy and Tax Revenue in Africa' (2013) MPRA 


Paper No. 508121. 
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goods and services that intentionally is hidden from the authorities'””—even 


though Indonesia has a relatively smaller size of shadow economy compared 


to its neighbours (Figure 1.7)—at an average of nearly 2096 of GDP between 


1999 and 2005—it is by no means insignificant.' 


603 


5095 

4096 

3096 

2056 

1086 

03 
1999 2000 2001 2002 2003 2004 2005 


mSngapore @Vietnam mindonesia MMalaysa mPhiippines mThailand 


Figure 1.7 The size of shadow economy in selected South-East Asian 
countries'? 


For each type of tax, however, there are different factors—often 


country-specific—that affect revenue performance. As an example, an 


individual's income would certainly be of significance for revenue collected 


from that tax as it determines the size of the tax base.''” Other factors that 


107 


108 


109 


110 


Friedrich Schneider, Andreas Buehn and Claudio E. Montenegro, "Shadow Economies All over the 
World: New Estimates for 162 Countries from 1999 to 2007' (2010) Policy Research Working Paper No. 
WPS 5356. 

Ibid. 

This chart is based on data obtained from Schneider et al, above n 107. 

Irena Palic, Ksenija Dumicic and Barbara Grofelnik, "Analysis of Personal Income Taxation Determinants 


in Croatia in Long Run: Evidence from Cointegration Analysis' (2017) 63(3) Nase Gospodarstvo 12. 
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may be of importance—in the UK's context at least—include the number of 


taxpayers, inflation rate, and oil price." 


Whereas for corporations, several 
factors have been found to be significantly important in affecting corporate 
income tax revenue, such as tax rate,''? profitability (as has been found in the 
US), 2114115 and the degree of internationalisation (in the Germany's 


corporate income tax regime).'" 


Other factors such as base broadening, an 
increase in the size of corporate sector, and profitability of the financial 
institutions are also of importance for the UK's corporate tax revenue.'" As 
for VAT, consumption level—particularly that of household rather than other 


entities such as government agencies—has been found to significantly affect 


11 Svetlana Ivanitskaya and Ilona V. Tregub, 'Mathematical Model of Income Tax Revenue on the UK 


example ' (2013) Forum for Research in Empirical International Trade Working Paper. 
12  Karpowicz, Andrzej and Elzbieta Majewska, 'Corporate Income Tax Revenue Determinants: How 
Important Is the Tax Rate?' (Paper presented at the 27th International Scientific Conference on 
Economic and Social Development, Rome, 1-2 March 2018 2018) 
« https://www.researchgate.net/profile/Arpine Sargsyan2/publication/325344770 ASSESSMENT OF 
GLOBAL 
COMPETITIVENESS METHODOLOGY AND ITS IMPLICATION FOR EU AND EEU/links/5b06e297458 
5157f870a6724/ASSESSMENT-OF-GLOBAL-COMPETITIVENESS-METHODOLOGY-AND-ITS- 
IMPLICATION-FOR-EU-AND-EEU.pdf#page-372». 
13 Auerbach, Alan J. and James M. Poterba, "Why Have Corporate Tax Revenues Declined?' (1987) 1 Tax 
Policy and the Economy 1. 
14 James M. Poterba, "Why Didn't the Tax Reform Act of 1986 Raise Corporate Taxes?' (1992) 6 Tax Policy 
and the Economy 43. 


15 Alan V Douglas, 'Changes in Corporate Tax Revenue' (1990) 38(1) Canadian Tax Journal 66. 


16 Johannes Becker and Clemens Fuest, 'Internationalization and Business Tax Revenue—Evidence from 
Germany' (2010) 17(2) International Tax and Public Finance 174. 

117 Michael Devereux, 'Developments in the Taxation of Corporate Profit in the OECD since 1965: Rates, 
Bases and Revenues' (2007) Oxford University Centre for Business Taxation Working Paper (WP 07/04) 
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VAT revenue." This certainly is logical as the ultimate VAT burden is borne 
by individuals. In the end, because an individuals' consumption primarily 
depends on their own income, then VAT revenue therefore would largely 
depend on the size of the GDP per capita. 

One aspect that is not mentioned in detail in the studies cited above 
is the role of tax administration. Although Alonso and Garcimartin imply that 
tax administration can be important in improving tax revenue collection, their 
study primarily centres around the effect of foreign aid on tax revenue.''? They 
conclude that foreign aid may significantly affect tax revenue if it is used to 
improve the guality of tax administration. 

It is this aspect on which this research focusses. With an understanding 
that there are multiple factors that affect tax revenue collection—as has been 
shown in the literatures cited previously—this book discusses only the 
administrative side of the Indonesian taxation system, as tax administration 
carries most of the responsibility for the tax revenue collection mandated by 
legislation.'”? The emphasis is on the motivational factors for Indonesian tax 
administration personnel and how they can be improved. This particular 


aspect of administration is chosen because human resources have been long 


18 Bikas, Egidijus and Emile Andruskaite, 'Factors Affecting Value Added Tax Revenue' (Paper presented 


at the 1st Annual International Interdisciplinary Conference, Azores, Portugal, 24-26 April 2013) 
« https://eujournal.org/index.php/esj/article/ 
download/1230/12395». 


19 Alonso and Garcimartin, above n 86. 
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recognised as one of the most important tools for value creation within an 
organisation.'” 

As human resources management forms one of the key features in the 
tax administration reform pilot project, as briefly discussed in Section B and 
outlined in more detail in Chapter III, this research begins by exploring the 
views of tax officials who were involved in that project. It then moves on to 
examine how these views relate to current tax administration. The overall 
method of inguiry as a way to answer the research guestions outlined below 


is discussed in detail in Chapter IV. 
1 THE PUZZLE 


The aim of this research is to shed light on possible weaknesses in the 
way tax administration is currently managed in Indonesia. To that end, this 
research uses the pilot project initiated by the IMF—along with other donors 
such as the AuSAID, JICA, the World Bank, and CIDA'2—in the 2002 as its 
starting point. Building on the concepts learnt from the pilot project, the 
research then analyses current tax administration practices. It examines the 
key principles learnt from the pilot project to obtain key aspects to be taken 
into account in promoting effective tax administration in the Indonesian 
context. 

This research examines the behaviour and motivational factors of tax 


administration personnel to determine how the performance of tax officials 


121 Brian Becker and Barry Gerhart, "The Impact of Human Resource Management on Organizational 


Performance: Progress and Prospects' (1996) 394) Academy of Management Journal 779. 
122 Rizal, above n 18. 
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and the DGT can be improved to maximise revenue collection. It seeks to 
answer the following guestion: 

Can further improvements be made to the internal management of the 

Indonesian tax administration to optimise revenue collection by taking 

into consideration the lessons learnt from the tax administration reform 

pilot project and the implementation of the tax administration 
modernisation initiative? 

The following sub guestions assist in answering the aforementioned 

guestion: 

1. What aspects of tax administration were essential in the success of 
the pilot offices? 

2. What are the differences between the tax administration applied 
at the pilot offices and the tax administration currently practised, 
and why do these differences occur? In light of this, how can 
current administration be improved? 

3. How should the DGT be managed based on the views of tax 


officials? 
Il BOOK ORGANISATION 


In answering the research guestion described in IIII, this book is 
organised into seven chapters. Following the general introduction in Chapter 
La preliminary review of the Indonesian tax system as well as the 
contemporary literature on tax compliance and administration is presented in 
Chapter II. The aim of this chapter is mainly to minimise the potential for going 


into the field with what Dey refers to as an 'empty head”. 


14 lan Dey, Grounding Grounded Theory: Guidelines for Gualitative Inguiry (Academic Press, 1999). 


31 


Chapter II first outlines a brief introduction to the overall research 
strategy taken in this study and then discusses how literature is reviewed 
under this strategy. It then describes the overall tax administration system in 
Indonesia as stipulated in Indonesian tax legislation. It serves the purpose of 
reminding the researcher of—and introducing the reader to—the general 
approach of Indonesian tax law. This part is essential particularly because the 
researcher was part of the DGT for more than 15 years, an experience which 
provided the researcher access to some of the participants as well as other 
useful resources that would otherwise be unattainable. This chapter then 
further examines how this Indonesian approach relates to the contemporary 
literature on tax administration and compliance. Chapter Il concludes with the 
identification of gaps in the literature concerning tax administration reform in 
the Indonesian context. 

The discussion of the literature in Chapter II is followed by a 
description of Indonesian tax administration in more detail in Chapter III. The 
purpose of the chapter is to provide a detailed description of tax 
administration as it applies in Indonesia. It serves the purpose of assisting 
readers in understanding the context of this study. The chapter commences 
with a discussion on the historical aspects of the Indonesian taxation system, 
which is followed by a description of the current administration. The chapter 
concludes with a discussion on current revenue performance and the latest 
changes to organisational structure. 

After the detailed exploration of the literature in the first three 
chapters, Chapter IV discusses the research method used to address the 
research guestions and includes a detailed explanation of the worldview 


adopted in this book. In a more technical sense, this chapter also explains 
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participant selection, data collection and analysis and the chosen method for 
maintaining rigour. 

The results of the study are presented and discussed in detail in 
Chapter V and Chapter VI. Chapter V presents the results of data obtained 
from participants who were involved in the pilot project. The chapter sheds 
light on key aspects that contributed to the success of that particular project 
and presents a model describing the relationship of those aspects. In a similar 
fashion, Chapter VI provides the results of data analysis focussing on the 
current administration period, using the findings presented in Chapter Vas its 
starting point. The chapter concludes with a model that describes the 
relationships among several factors identified in Indonesian tax 
administration. 

Chapter VII summarises and concludes this book. The chapter 
discusses key points presented in the preceding chapters and outlines the 
limitations of the study. It concludes with a discussion on the future research 


agenda that emerges from this study. 
IV CONTRIBUTIONS 


A Theoretical Contributions 

This research contributes to the literature—in the Indonesian 
context—by investigating the key principles of good and effective tax 
administration. It emphasises how a tax office should be managed. As such, it 
adds to the literature, which currently has more focus on the taxpayers' side. 
B Practical Contributions 

In a practical context, this research explains key aspects that will assist 


the DGT in meeting its role as a revenue collection agency. This is achieved 


33 


by bringing together the key aspects of good and effective administration 
grounded in participants' views as well as some key concepts identified in the 
contemporary literature. Thus, the recommendations arise from both bottom- 
up (from the research participants) and top-down (from the literature) 
approaches. As a result, the recommendations of this research have a sound 
academic basis and at the same time should have a straightforward practical 


application. 
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CHAPTER II 


PRELIMINARY 
LITERATURE REVIEW 


CHAPTER II 


PRELIMINARY LITERATURE REVIEW 


I INTRODUCTION 


This chapter presents the preliminary literature review for this study 


on tax administration reform in Indonesia. The main purpose of this chapter 


is to set scene for the study. The chapter is organised into the following 


sections: 
1. Section I 
this chapter. 
2. Section II 
3. Section III : 


This section provides the general introduction to 


This section provides a brief introduction to 
grounded theory, which is used as the principle 
method of inguiry in this research. The section first 
outlines the historical context of this method of 
inguiry and then briefly explains its main features. 
The use of this method in the research reported in 
this book is outlined in greater detail in Chapter IV. 
This section explores the literature within the 
context of grounded theory, as the current study 
mostly uses technigues from grounded theory as 
its methodology. The section provides a brief 
discussion on the role of reviewing related 


literature within the context of this method, as the 
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4. Section IV : 


5. Section V : 


timing of a literature review in studies using these 
technigues is often subject to controversy. 

This section positions the study in the Indonesian 
context. It provides an overview of Indonesia in 
general, the core of the Indonesian legal system, 
and the self-assessment system as applied in 
Indonesia. 

This section outlines existing key literatures on tax 
compliance. It starts from the econometrical 
approach and moves onto psychological factors in 
more recent periods. It then links this array of 
studies with tax administration. The purpose of the 
section, together with Section IV, is to familiarise 
the reader with the current taxation system in 
Indonesia (Section IV) and the body of knowledge 
that forms the foundation of that practice (Section 
V). Chapter Il concludes by identifying research 
gaps in the literature relating to tax administration 
reform in the Indonesian context, which is pursued 


as the research topic of this book. 


The review of the relevant literature reported in this chapter is 


considered preliminary, with the purpose of maintaining transparency 
regarding existing literature, which represents a rather limited coverage of the 
topic. It is common practice in studies using grounded theory to conduct this 
type of review prior to the commencement of a research study (more details 


on this are provided in Section 2). The main purpose at this stage was to place 
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the study in the wider context of the existing literature and to identify gaps in 
the literature before entering the field for data collection. Later on, when the 
data had been collected and analysed, the literature was again examined to 
link the empirical findings with more general knowledge. This second stage 
of literature review updated the preliminary review presented in this chapter. 
However, as it directly relates to the empirical findings obtained from the field, 
this review is presented as part of—and therefore woven into the discussion 


presented in—Chapter V and Chapter VI. 
1 GROUNDED THEORY: A BRIEF INTRODUCTION 


This book stems from concerns relating to the apparent inability of the 
DGT to meet target revenue in the last decade, as outlined in Chapter I. 
Chapter | also identifies that there is a certain period in the history of the DGT 
where revenue growth was remarkable. This growth only occurred in the two 
LTOs as well as the MTO and STOs in Central Jakarta between 2001 and 2005. 
It is interesting to note that in this same period, the overall revenue nationally, 
in contrast, declined at the time of the Asian economic crisis in 1997-1998. 

This crisis episode also prompted the tax administration reform pilot 
project, which project was initiated by the IMF as part of its financial assistance 
for Indonesia. Chapter I also outlined that the project basically consisted of 
the establishment of several new types of tax offices—covering small, medium 
and large taxpayers—based on different concepts from the existing 
organisational system being used in the DGT at that time. It was in these new 
offices that the remarkable revenue growth occurred. 

This book aims to understand why this happened and see what is 
going on here. The suitable method of inguiry for such a purpose is the 


gualitative research method because it provides a method to present rich 
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descriptions on certain patterns of human behaviour or other social 
phenomena.'? Normally, this method relies on research participants who 
have first-hand experience of the phenomenon of interest and treats them as 
experts based on their own experience. Grounded theory methodology can 
then be used to identify concepts and build theories based on the gualitative 
data provided by these participants.'8 Although it often uses interviews and 
observations, data collected via this method can include a wide array of 
material such as videos, diaries, internal documents, online postings and 
historical records. 

Grounded theory, according to Charmaz, essentially contains 
systematic but flexible guidelines to collect and analyse gualitative data with 
a view of constructing theories.'?8 Theory can mean a set of interconnected 
concepts that explain a certain phenomenon."? Because the theories are 
drawn directly from practice, based on data provided by participants with 
first-hand experience, they will generally work in real-world settings." This 
method, therefore, normally produces theories that are, in Oktay's words, 'not 


too abstract and not too concrete, but just right'.'' This makes this method 


125 Geraldine Foley and Virpi Timonen, "Using Grounded Theory Method to Capture and Analyze Health 
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2 Ibid. 
128 Kathy Charmaz, Constructing Grounded Theory, Introducing Oualitative Methods (SAGE Publications 
Ltd, 2nd ed, 2014). 
129  Corbin and Strauss, above n 126. 
130 Julianne S. Oktay, Grounded Theory (Oxford University Press, 2012). 
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sUitable for the purpose of this research—as outlined in Chapter I—which 
endeavours to make a practical contribution. 

What makes grounded theory unigue is that the researcher does not 
begin the research process with the existing concepts or theories found in the 
literature, as is normally done in guantitative studies.'?? Instead, concepts are 
derived from data obtained from the field only. As soon as the first data are 
obtained, they are directly analysed to generate new concepts. These 
concepts are then used to guide data collection and analysis. New concepts 
are then acguired by comparing one data point with another through a 
process called constant comparison. The relationship between these concepts 
are then analysed and typically illustrated in the form of diagrams. These 
diagrams are continuously revised and expanded as new data are obtained. 
This back-and-forth process between data collection and analysis is in 
contrast with most guantitative studies where data analysis generally is 
conducted only after all data are fully collected. 

Grounded theory's emphasis on the use of only data, not the literature, 
to generate concepts means that the researcher at best enters the field 
without any pre-existing concepts or categories. Thus, the concepts that the 
researcher obtains from the field are not 'contaminated' by a preconceived 
framework. To safeguard against such contamination, Glaser and Strauss 
suggest that the researcher should enter the field without first reviewing the 
literature." However, this may be difficult as researchers bring to the research 


their existing knowledge obtained as part of their professional development. 


132  Corbin and Strauss, above n 126. 
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The challenge thus lies in how to use existing knowledge to enhance, rather 
than constrain, data analysis.'“ This is one of the issues that is subject to 
continuous debate. The position taken regarding the use of the contemporary 


literature in this book is discussed in Section III. 
1 CHICKEN OR EGG? 


As discussed in more detailed in Chapter IV, this book relies on 
grounded theory as the main data analysis method. The place of a literature 
review under this approach remains a subject of controversy."” Since the 
publication of Glaser and Strauss's The Discovery of Grounded Theory," which 
marked the birth of this approach, concerns have been raised as to how the 
existing literature should be used.'” This polemical issue continues to spark 
debate'? as well as being the subject of disputes and misunderstandings.'” 

A literature review generally is reguired before a study begins to help 
the researcher rationalise the research guestion and situate the research 
within the context of current scientific discourse.“? Glaser and Strauss, 
however, believe that conducting a literature review before a study begins is 


generally a constraining exercise. This is because categories borrowed from 
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existing theories may not be appropriate for the data currently being 
analysed, making the researcher — according to Glaser and Strauss - force 
'round data into sguare categories'.'"' Further, this causes the researcher to 
test hypothesis as opposed to generating a new one.'? 

To prevent this, Glaser and Strauss advocate that researchers 'ignore 
the literature of theory and fact on the area under study to ensure that the 
emergence of categories will not be contaminated by concepts more suited 
to different areas', thereby preventing the imposing of preconceived ideas on 
the research being conducted." This allows new theories to emerge naturally 
from, and therefore be grounded in, the empirical data during data analysis, 
free from the influence of existing literature or hypotheses that may 
undermine the focus and authenticity of the research.'“ 

Glaser and Strauss's emphasis on theory generation and their 
insistence on avoiding theoretical contamination can be traced to the fact that 
grounded theory was developed as a revolt against the guantitative ideology 
focussing on hypothesis testing that dominated research in sociology in the 
1960s, particularly in the US." Oualitative research at that time was often 
seen as 'impressionistic, anecdotal, unsystematic and biased'.8 Glaser and 


Strauss's publication was an attempt to provide systematic guidelines for 
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gualitative researchers, thereby making scientific what was often considered 
mere journalism or fiction.' 
In the ideological context, Glaser and Strauss's position seems to 


follow the post-positivist stance." 


In a practical sense, conducting an 
extensive review of the literature can be a waste of time as literature relevant 
to the precise research guestions may be unknown at the beginning of the 
study because the research guestions may not be fully formulated yet. As 
such, avoiding a review may save the researcher expending time and energy 
on activities that may not be fruitful with respect to the topic being 
investigated.'”? When the literature is consulted at a later stage of the study, 
it should be woven into the analysis and treated as part of the data.'”? This 
essentially links the theory resulting from the research with the extant 
literature and at the same time, provides a validation of the emerging 
theory.” 

It should be noted, however, that delaying the literature review is not 


the same as skipping it altogether."”? Although reviewing all relevant literature 


is generally unnecessary—because it is impossible to know what concepts 
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should be obtained from the data at the beginning of the study" ?—a 


preliminary literature review should still be conducted as a way to help shape 
the initial research guestion' and improve theoretical sensitivity.'”? As Dey 
puts it succinctly, there is a difference between an open mind and an empty 
head.'8 The issue is how to use existing knowledge to analyse data: not 
whether this knowledge is used. In this context, a preliminary literature review, 
rather than jeopardising, may enhance creativity, theoretical sensitivity and 
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rigour.”' It can also help the researcher to identify themes or categories 


during data analysis, as long as they are supported by the data.'" 
Dunne summaries the benefits of conducting an early literature review 

as follows:'? 

1. providing the rationale for the study 

2. ensuring that the study has not already been done and 
highlighting gaps in the existing literature 
contextualising the study 
orienting the researcher 
revealing phenomena previously researched 


gaining theoretical sensitivity 


avoiding conceptual and methodological pitfalls 


0 AO um & w 


becoming aware of unhelpful preconceptions 


158  Corbin and Strauss, above n 126. 
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156 Jan Dey, Oualitative Data Analysis: A User-Friendly Guide for Social Scientists (Routledge, 1993). 
187 Giles, King and Lacey, above n 151. 
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9. promoting clarity of thinking concerning the concept and 
theory development 
10. helping the researcher avoid open criticism. 

In fact, conducting a study without prior knowledge is often 
unrealistic. Charmaz, for instance, points out that it is naive to assume that a 
researcher is a tabula rasa (blank slate).'? The key issue is therefore on how 
to use the existing knowledge and not whether the knowledge should be used 
in the data analysis or not.'' 

Corbin and Strauss in this regard take a different approach. They 
recognise that researchers may bring existing knowledge to a research study. 
The guestion is therefore how to use this existing knowledge to enhance, 
rather than constrain, the study itself. For this, they suggest that a 
comprehensive review of all literature in the research area should not occur 
at the beginning of the research: most of the literature review should come 
after the study is completed.'?? This is because it is very difficult to know 
beforehand the concepts that will be derived from the data and their 
relevance to the research being conducted. They add that being immersed 
too deeply in the literature may constrain the researcher in their inguiry. 

Another approach is to use the literature as a source of identifying 
research problems as it may point to unexplored areas (gaps), the need for a 
new approach or findings that contradict the researcher's experience or 


simply to stimulate curiosity. As the study progresses, the literature can then 


160 Charmaz, aboven 128. 


1 J6rg Stribing, 'Research as Pragmatic Problem-solving: The Pragmatist Roots of Empirically-grounded 
Theorizing' in Antony Bryant and Kathy Charmaz (eds), The SAGE Handbook of Grounded Theory (SAGE, 
2007) 580. 
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163 jt can be used to validate the 


be used to stimulate the thinking process. 
findings and to show how the emerging theory adds to, supports, or amends 
the literature. As such, the literature is brought into the findings and 
integrated into the discussion chapters.' 

Similarly, Charmaz believes becoming familiar with the relevant 
literature can help the researcher to be more sensitive to nuances in the data, 
generate concepts for comparisons with the data, stimulate critical and 
analytical guestions and suggest new areas possible for conceptual 
development." She seems to suggest that a preliminary literature review 
should be conducted to identify and state the research goals and then let this 
material "lie fallow' until the categories and their relationships are fully 
developed later." As such, a literature review is seen as a two-stage activity. 
The second stage of literature review takes place when the researcher 
engages with the existing knowledge and positions the research contribution 
ina wider context together with the research findings.'” 

This book adopts a position whereby a preliminary literature review 
was conducted prior to the commencement of the study. In addition to 
meeting the university's candidacy proposal reguirement, this review was 
useful for the researcher to prepare the interview guide. This guide—see 


Appendix Ill—was mainly used in the initial stage of data collection. Later on, 


163  Antoinette McCallin, 'Grappling with the Literature in a Grounded Theory Study' (2003) 15(1-2) 
(2003/08/01) Contemporary Nurse 61. 


164  Corbin and Strauss, above n 126. 
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it was amended to cover concepts raised by research participants during the 
course of data analysis and collection. The bulk of the literature review, 
however, following Corbin and Strauss's suggestion,'”8 was conducted once 
the field research and data analysis were mostly completed. It is integrated 
into the discussion chapters with the purpose of mainly validating the findings 
and contextualising the research contributions within the wider disciplinary 
discourse. In the following sections, a preliminary literature review is 


presented together with a brief discussion on the Indonesian taxation system. 


IV TAXATION SYSTEM IN INDONESIA: THE NEED FOR 
TAXPAYER COMPLIANCE' 


A Indonesia: A General Description 

To put the discussion regarding the Indonesian taxation system into 
perspective, it is worthwhile that this section is preceded with a general 
description on Indonesia. Indonesia is an archipelago country located in 
Southeast Asia along the eguator line between the Indian and the Pacific 
Ocean. According to the 2018 edition of the Indonesian statistical yearbook, 
Indonesia occupies an area of more than 1.9 million sguare kilometres—two 
third of which is sea—with more than 16 thousand islands."? This area is 
recognised as rich in resources such as coal, natural gas, copper, and oil. 


Indonesia's oil production capacity however is in a continues decline after it 


168  Corbin and Strauss, above n 126. 


169 The information described in this chapter is correct as of 4" August 2018. 


170 Badan Pusat Statistik, Statistik Indonesia 2018 (Badan Pusat Statistik, 2018). 
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reached its highest production in 1991. Since 2003, Indonesia has become a 
net oil importer as its consumption exceeded production." 

According to the CIA's World Fact Book, there are more than 237 
million people living in this country, making Indonesia the 4" most populated 
country after China, India, and the United States.”? More than 424 of the 
population belongs to the productive age group between 25 and 54 years of 
age. It is also useful to note that Indonesia's population is diverse in term of 
racial, ethnic and religious affiliation. Indonesia's population is predominantly 
Muslim (87.296) followed by Protestant (796) and Roman Catholic (2.946). Most 
of these people are Javanese (40.146) followed by Sundanese (15.5) and Malay 
(3.796). There are also other minority ethnic groups such as Dayak (1.456), 
Sasak (1.36), and Chinese (1.246). Interestingly, although the members of 
Chinese ethnic group are small, they apparently hold a significant share in the 


1.73 More 


economy by owning, at least, 7046-7596 of private domestic capita 
than 4096 of the population concentrates in the island of Java. Its surrounding 
islands—such as Bali and Sumatra—are also densely populated. 

The entity within Gol that is responsible to provide financial support 
for Indonesia's vast geographical area and diverse population is the Ministry 
of Finance through its fiscal policy functions. This includes revenue collection 


and expense payments for both central and local government. For example, 


as part of the decentralisation, local governments—provinces, districts, or 


117 Muhammad Badaruddin, "Indonesia Rejoining Opec: Dynamics of the Oil Importer and Exporter 


Countries' (2015) 3(2) Journal of ASEAN Studies 116. 

1792 Central Intelligence Agency, The World Factbook «https://www.cia.gov/library/publications/the- 
world-factbook/geos/ 
id.html-. 

18 Richard Robison, Indonesia: The Rise of Capital (Eguinox Publishing (Asia), 2009). 
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Ccities—are authorised to levy charges for services that they provide and 
collect local taxes. However, the contribution of these local taxes and charges 
towards local governments' revenue is relatively small. For instance, in 2015 
local governments in Indonesia were only able to finance approximately 2446 
of their revenue from local sources.” As a result, the Indonesian central 
government is reguired to provide financial assistance in the form of Dana 
Bagi Hasil (Revenue Sharing Fund), Dana Alokasi Khusus (Specific Allocation 
Fund), or Dana Alokasi Umum (General Allocation Fund), collectively known 
as Dana Perimbangan (Fiscal Balance Transfer). These are primarily financed 
using revenues sourced from taxes managed by the central government, such 
as income tax and VAT. In 2017 for instance, these central taxes account for 
more than 6696 of central government's revenue.''" The next section describes 


the Indonesian legal system and how it relates with its taxation system. 


B The Indonesian Legal System 

In term of the legal system, the Indonesian legal system is structured 
according to a hierarchical approach where a lower level of legislation must 
be written in accordance with the higher-level legislation (lex superiori 
derogate lex inferiori). As can be seen in Figure II.1, the highest level of 
legislation is UUD 1945 (the constitution), and the two lowest levels are 
peraturan daerah (local government regulation) at either provinsi (provincial), 


or kabupaten (district) and kota (municipal) level. 


174  DJPK, Visualisasi Data APBD-Grafik « http://www.djpk.kemenkeu.go.id/visual/#/grafik ». 
175 Badan Pemeriksa Keuangan, Laporan Keuangan Pemerintah Pusat 


« https://www.kemenkeu.go.id/Page/laporan-keuangan-pemerintah-pusat». 


49 


A 


Figure II.1 The Indonesian hierarchical legal system" 


In this research, the lowest relevant legislation is the peraturan 
presiden (presidential regulation). This is because the DGT only administers 
central government taxes. There are, however, other rules that fall outside 
Figure Il.1 such as peraturan menteri (ministerial regulation) or other 
regulations made by certain agencies specifically formed to implement a 
certain law. Rules made by the DGT would be an example for this. These rules 
have a binding power only if they are enacted to make a certain law 
Operational. Let us have a look at how this hierarchical system be applied in 
the context of taxation laws taking the income taxation system on small 


business owners as an example. 


176 Article 7 of Law No 12 of 2011. 
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Article 23A of the Undang-Undang Dasar 1945 (UUD 1945, the 1945 
Constitution of the Republic of Indonesia) provides that: 

Pajak dan pungutan lain yang bersifat memaksa untuk keperluan 

negara diatur dengan undang-undang. 

(All taxes and other levies for the needs of the state of a compulsory 

nature shall be regulated by law). 

Based on this article, Law No 7 of 1983 (as amended by Law No 36 of 
2008) on income tax is enacted. As part of efforts to make it easier for small 
businesses to pay income tax, the government introduced Government 
Regulation No 23 of 2018, which enables eligible taxpayers to calculate 
income tax payable as 0.546 of annual turnover without the need to include a 
complete set of financial statement. Formal guidelines for the calculation of 
tax payable, tax payments and tax return lodgement for those who pay 
income tax under this simplified system are stipulated in a great detail in 
Minister of Finance Regulation No 99/PMK.003/2018. This Ministry of Finance 
regulation will not have any binding effect if it violates Government 
Regulation No 23 of 2018. Similarly, this government regulation would be 
deemed to have no legal standing if it violates the income tax law. Thus, lower 
level regulations are specifically written to transform the abstract form of 
constitution into detailed step-by-step guidelines. The general principle that 
underpins such guidelines—in the context of taxation—is the self-assessment 


system, which will be discussed in the following section. 


C The Self-Assessment System 
Another important law that has been enacted as part of the overall 


taxation system in Indonesia is the Ketentuan Umum dan Tata Cara 
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Perpajakan (KUP, General Tax Provisions law), 


whose main purpose is as the 
general formal law applicable to all tax laws, such as income tax or VAT law. 
Thus, the KUP law contains general administrative provisions that apply in 
other areas of tax law. It therefore represents the core business that governs 
Indonesian tax administration. 

The first two articles of the KUP law are of significance to the 
discussion covered in this section. The first article—article 1 number 1— 
provides a definition of tax as applied in Indonesia as follows: 

kontribusi wajib kepada negara yang terutang oleh orang pribadi atau 

badan yang bersifat memaksa berdasarkan Undang-Undang, dengan 

tidak mendapatkan imbalan secara langsung dan digunakan untuk 
keperluan negara bagi sebesar-besarnya kemakmuran rakyat 

(compulsory contribution to the state payable by individuals or other 

legal entities that is legally enforceable under the law without direct 

benefits and is used to finance the state's expenses for the maximum 
benefits of the people). 

According to Komara, there are four characteristics of tax in Indonesia 
that can be inferred from this definition."8 First, tax is a compulsory 
contribution made to the government. The term contribution is used to reflect 
the taxpayer's role in Indonesia's governmental process. To a large extent, this 
is consistent with an assertion that tax has a central role in a democratic 


society.''? Second, taxation can be legally enforced with respect to those who 


177 The KUP law is the main tax administration law in Indonesia. Formally named as Law No 6 of 1983, it 


has been amended several times lastly in 2009 by Law No 9 of 2009. 
118 Ahmad Komara, Cara Mudah Memahami Ketentuan Umum dan Tata Cara Perpajakan (KUP) (Bee 
Media Indonesia, 2012). 


179 Richard Murphy, The Joy of Tax (Transworld Publishers Limited, 2016). 
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are legally reguired to pay. This definition also carries a notion that tax 
payment, no matter how large it is, does not necessarily give rise to a certain 
benefit directly—although indirectly, taxpayers unguestionably have the right 
to enjoy public services funded by such payments. Last, tax payments in 
Indonesia are to be used, as much as possible, for the wellbeing of the 
Indonesian people. 

As article 1 reguires that taxation can only be enforced with respect to 
those who are legally reguired to pay, the next important step would be 
identifying potential taxpayers. For this purpose, the next article, article 2, of 
this legislation provides that: 

Setiap Wajib Pajak yang telah memenuhi persyaratan subjektif dan 

objektif sesuai dengan ketentuan peraturan perundang-undangan 

perpajakan wajib mendaftarkan diri pada kantor Direktorat Jenderal 

Pajak yang wilayah kerjanya meliputi tempat tinggal atau tempat 

kedudukan Wajib Pajak dan kepadanya diberikan Nomor Pokok Wajib 

Pajak. 

(Every Taxpayer who has met subjective and objective reguirements as 

stipulated by tax laws shall be obliged to register at the office of the 

Directorate General of Taxes whose jurisdiction covers the residence 

or domicile of the Taxpayer and be provided with a Taxpayer 

Identification Number). 

Details of the subjective reguirements set out in this article can be 
found in article 2 sub section (1) of the income tax law.'? This article basically 
provides that tax subjects may include individuals, undivided inheritances, 


entities and permanent establishments. The tax subjects are then categorised 


180 The income tax law formally referred to as Law No 7 of 1983 as lastly amended by Law No 36 of 2008. 
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further into resident and non-resident taxpayers (article 2 sub section (2)). The 
remaining sub sections explain this categorisation in detail. 

The fact that a person is regarded as a tax subject does not necessarily 
mean that the person is reguired to pay any taxes. For this to take place, the 
person needs to receive what is legally referred to as tax objects: for example, 
taxable income. Details on such reguirements can be found in the relevant tax 
law, in this case, income tax law. When this event occurs, that particular 
individual changes from a tax subject to a taxpayer who will then be liable to 
pay taxes. This also entails an obligation to register as a taxpayer at the local 
tax office where that person resides. A Nomor Pokok Wajib Pajak (NPWP, 


Taxpayer Identification Number)'' 


will be assigned once the registration 
process has been completed. Although article 2 sub section (1) of the KUP law 
provides that this is a formal obligation, the actual process takes place 
voluntarily as part of the self-assessment activity (elucidation of article 2 sub 
section (1) of the KUP law). 

The taxation cycle in the KUP law always begins with taxpayers 
themselves, as it is the taxpayers that have the full knowledge of whether they 
meet these reguirements (Figure 11.2). The elucidation of Article 2 of the KUP 
law states that this is the application of the self-assessment principle. James 
defines that self-assessment generally constitutes a system whereby 
taxpayers hold the main responsibility for calculating and paying tax payable 
on time." In the Indonesian context, the introduction to the elucidation of 


the KUP law provides that the self-assessment system includes three distinct 


activities: calculating tax payable: paying tax payable, and finally, reconciling 


181 In Australia, Nomor Pokok Wajib Pajak (NPWP) is eguivalent to the Tax File Number (TFN). 


182 James, aboven4. 
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all tax payments and reporting them using a tax return. The legislation then 
sets out certain activities related to this process, from registration to tax audit 


(Figure 11.2). This is discussed in more detail in Chapter III. 


General persons 
: ——— 


Tax payment Reporting 


Financial 
records 


Appeal 


Figure II.2 Self-assessment system in Indonesia"? 


Interest reward 
Assessment 
payment 


Implementing and enforcing the contents of tax laws, as exemplified 
in Figure II.2, is the responsibility of a tax administration." These laws serve 
as the foundation for the tax administration to carry out its main purpose, 
which is to raise revenue." For this revenue to generate maximum benefit for 


the public, it must be collected in an efficient manner, for instance by 


188 Agus Suharsono, Ketentuan Umum Perpajakan (Graha Ilmu, 2015). 


184  Alink and Kommer, above n 120. 


185 Chris Evans and Sally-Ann Joseph, 'Tax, Governance and Administration: Challenges and Opportunities 


in China, Indonesia and Thailand' (2015) 19 Asia-Pacific Journal of Taxation 44. 
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spending as little as possible on collection costs.'8 For this, voluntary 
compliance is the key.'”' Voluntary compliance arguably is more efficient 
compared with enforcement activities, as the latter are more expensive to 
administer."8 In fact, voluntary compliance is the cornerstone of the self- 
assessment system." 

However, according to Bird, this system will only result in an increase 
in compliance if it is supported by an ability of the tax administration to 
impose justice on those who do not comply with the law.'” Bird continues 
that a tax administration will be considered effective if it is able to encourage 
taxpayers to comply voluntarily. If it can achieve this at the lowest cost 
possible, then it will be considered an efficient administration. It is therefore 
imperative that before atax administration be reformed, the tax system is kept 
as simple as possible to ensure that it can be implemented effectively, 
particularly in low-compliance counties.'”' 

The increase in reliance on self-assessment established in the 


Indonesian tax legislation is the central focus of the Indonesian taxation legal 


186 Richard M Bird and Eric M Zolt, 'Tax Policy in Emerging Countries' (2008) 26(1) Environment and 
Planning C: Government and Policy 73. 

187 James Alm, Erich Kirchler and Stephan Muehlbacher, "Combining Psychology and Economics in the 
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133. 
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13(2) CESifo forum 33. 

189 Ern Chen Loo and Margaret Mckerchar, 'Self-Assessment System in Malaysia' in Nolan Cormac 

Sharkey (ed), Taxation in ASEAN and China: Local Institutions, Regionalism, Global Systems and 

Economic Development (Routledge, 2012) 97. 

190 Richard Bird, 'Administrative Dimensions of Tax Reform' (2014) 15(2) Annals of Economics and Finance 

269. 
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system, and is also the trend found in similar countries such as Thailand and 
China.'? Therefore, taxpayer voluntary compliance, as expressed in its mission 
statement,'8 is the cornerstone of the Indonesian tax administration system, 
as is also the case in many other tax administrations,' and was indeed a key 
feature of the tax administration reform project. A report submitted by 
Brondolo et. al on this project shows that voluntary payments constituted the 
largest portion of tax revenue during that reform project.'$ However, 
between 2009 and 2016, following an increase from 184 to 23X between 
2005 and 2009, the proportions of voluntary tax payments—particularly those 
made by corporations—of overall tax payments show a decreasing pattern 


(Figure 11.3). 
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Figure 1l.3 The proportion of voluntary payments (2005-2016)'”$ 
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The decline of voluntary tax payments could be attributed to - among 
other things — a weak administration, which is the focus of this book. Such a 
decrease would normally be responded by an increased reliance on 
enforcement activities which generally are not cost efficient, particularly in 
countries with a corrupt revenue administration.'” A higher reliance on 
enforcement however undermines the objective of net benefit maximisation, 
defined as the remaining gross benefits (such as timely tax payments) less 
total costs borne by tax administration and taxpayers.'” 

An example of enforcement activities often taken by the DGT are tax 
audits. A tax audit can be defined as an examination to see whether taxpayers 
have assessed and reported their tax liability and met their obligations 
correctly.'”? A tax audit can be conducted either at the DGT—-referred to as a 
desk audit, usually for simple audit scenario—or at the taxpayer's premise— 
commonly known as a field audit—which usually are geared towards a more 
comprehensive audit.29 Auditors conducting a field audit generally have an 
authority to take any actions permitted in the tax legislation to complete a 


full-scale investigation without seeking supervisory approval.29' This type of 


197 Amal Sanyal, 'Audit Hierarchy in a Corrupt Tax Administration' (2000) 28(2) Journal of Comparative 


Economics 364. 
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audit is therefore riskier in term of corruption due to the larger auditors' 
power and a higher level of interaction with taxpayers. 

It should be noted, however, that the audit coverage ratio—that is, the 
ratio between the number of audited taxpayers and total taxpayers reguired 
to lodge atax return—was 1.674 for entity taxpayers and 0.3596 for individual 
taxpayers in 2015: and 2.0056 for entity taxpayers and 0.36X for individual 
taxpayers in 2016,2”2 which according to Gunadi, needs to be increased as it 
is considered too low to deter non-compliance.?? For context, in 2015 the 
Internal Revenue Service (IRS) in the United States audited approximately 
0.746 of tax returns lodged by individual taxpayers and 1.14 lodged by 


24 Whether increasing the number of audits will improve 


corporations. 
taxpayer compliance has been subject to debate in the literature. The next 
section discusses tax compliance and provides an overview of the current 


literature on why people pay taxes. 
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V 


TAX COMPLIANCE: A BRIEF REVIEW 


I don't know anybody that doesn't minimise their tax. ... Of course, I'm 


minimising my tax. If anybody in this country doesn't minimise their 


tax, they want their head read. (Kerry Packer)?” 


The key feature of a tax system that relies on the self-assessment 


system is ensuring taxpayer compliance. In its simplest form, compliance can 


be defined as the extent to which taxpayers comply with tax legislation.? Its 


true meaning however can be viewed from several perspectives, ranging from 


the narrow enforcement approach to a more comprehensive definition with 


regards to the willingness of taxpayers to conform to the objectives of society 


as codified in the tax legislation.?” Nevertheless, the definition of compliance 


can be classified into two groups: 


1. Administrative compliance, which generally refers to the 
administrative compliance such as lodging tax returns and paying 
taxes on time. 

2. Technical compliance, which calls for taxpayers to pay their fair 


share of tax correctly in accordance with the applicable legislation. 


205 


206 


207 


208 
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Voluntary compliance, as stated in Section IV, is the key feature of the 
Indonesian taxation administration system. It has in fact become part of its 
mission statement. Voluntary compliance is the focus of a tax administration 
system that adheres to the self-assessment system. 

In the Indonesian context, the self-assessment system has been 
established in Indonesian tax law as the key feature of the Indonesian tax 
administration system. As the key responsibility of tax administration is to 
implement and enforce tax laws, it is in their best interests to maintain and 
reinforce taxpayers' willingness to comply with tax laws as voluntarily as 
possible. Indeed, voluntary compliance is the most efficient way to collect tax 
revenue. And because tax is the main instrument for governments to raise 
revenue, as can be seen in Indonesia (see Chapter I), tax is central to the 
creation of a good government.?? This is because politically, tax is a necessary 
instrument to ensure the continuity of the check-and-balance mechanism in 
a democratically-elected government as governments reguire the consent of 
taxpayers before they can impose taxes. 

Although taxes can be seen as normal and are generally accepted as 
normal transactions provided that they are collected fairly,?' they may not be 
popular. Thomas Aguinas, for instance, states that tax is legalised theft.2"' Not 
many people like to pay taxes, especially when they are collected coercively.?? 


The American revolution, for instance, was triggered by the imposition of tax, 
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which popularised the phrase 'no taxation without representation'.2'?24 Taxes 
can also be unpopular if there is a widespread belief in the community that 
tax money is being wasted, the tax system favours special interests and the 
well-off (perhaps in the form of tax cuts or incentives) or there is widespread 
evasion or avoidance.?" This can be seen, for instance, in the events following 
a major case of tax corruption involving Gayus Tambunan, who—when the 
case was uncovered in 2010—was an Indonesian tax office employee. Not 
long after this case was revealed, there was a Facebook movement advocating 
not paying taxes.2'? Two years later, the Nahdlatul Ulama (NU)—the largest 
Muslim organisation in Indonesia—had similar thoughts, announcing their 
intention to consider the possibility of recommending that Indonesian citizens 
not pay their taxes, as a way of minimising tax revenue abuse.?" This conduct 
makes efforts to encourage taxpayer voluntary compliance more difficult. 
Researchers have been examining this issue by first using an 
econometric approach on criminal behaviour.?'? Becker, in essence, advanced 


the argument that any criminal behaviour can generally be reduced if such 
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behaviour can be discovered and then penalised. Any criminal activity, 
according to Becker, generally comes with associated costs. A rational person 
committing a crime generally weighs its benefits against its costs. If the 
expected costs are higher than the benefits, then the potential offence will 
logically not be committed. This is because either the probability of suffering 
from the penalty, or the penalty itself, increases.?'” 

This principle is then applied in the field of taxation by Allingham and 
Sandmo.?? Their argument is based on an assumption that taxpayers are 
rational, in a sense that they tend to maximise their profit. The basic belief is 
that individuals choose to act against the rule of law because they believe that 
doing so serves their best interests.”' Thus, it is assumed that taxpayers will 
likely evade taxes if they believe that the benefits of doing so outweigh the 
costs. Taxpayers always have a choice to either report their income in full or 
declare an income that is less than their actual income. Allingham and 
Sandmo generally see a taxpayer's decision when completing their tax return 
as a decision under uncertainty. This is because failure to report their income 
in full does not automatically trigger a penalty. If a taxpayer successfully hides 
some income without being detected, then they are in a better situation 


compared with when their income is reported in full. 


219 The number of criminal offences interestingly may also potentially be reduced by legalising abortion, 


as discussed in John J. Donohue III and Steven D. Levitt, "The Impact of Legalized Abortion on Crime' 
(2001) 116(2) The Ouarterly Journal of Economics 379. 

220 Michael G. Allingham and Agnar Sandmo, "Income Tax Evasion: A Theoretical Analysis' (1972) 1(3) 
Journal of Public Economics 323. 

21 Michael Ilg, 'Profit, Persuasion, and Fidelity: Why People Follow the Rule of Law' (2017) 10(2) Law and 


Development Review 275. 


63 


Allingham and Sandmo further argue that, in line with Becker's 
conclusion, probability of detection and penalty rate are the two factors that 
have an unambiguous influence on the amount of reported income. An 
increase in either or both will increase the amount of reported income: 
accordingly, a decline in either of these factors will result in an increase in tax 
evasion. This is because as the expected cost of evasion decreases, the overall 
expected benefit of evasion increases. This strategy will generally be preferred 
by a taxpayer under the rationality assumption made by Allingham and 
Sandmo. 

In contrast, although the rich may be more prone to evasion due to 
the higher benefits obtained by becoming less compliant,?? the effects of tax 
rate and income are less certain. An increase in these factors may either 
reduce or raise the amount of reported income, depending on a taxpayer's 
willingness to take the associated risk of being detected and hence penalised. 
A rrisk-averse taxpayer will normally choose not to commit tax evasion 
because of the possibility of being penalised. However, according to Rosen 
and Gayer, it is also possible for a taxpayer to evade more as the benefits of 
evasion increase because of the increase in tax rate or income,?? as might be 
the case in Indonesia. 

Since the publication of their study, a number of attempts to test the 
variables presented by these two authors have been made. However, the 


findings of subseguent studies suggest that the standard econometrical 
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approach may not be supported by strong empirical evidence.?? Erich Kirchler 
et al provide a summary of these studies, concluding that most of the 
parameters offered in the econometrical model seem to be unstable and their 
effects on compliance are unclear. For instance, it is difficult to draw from the 
studies whether it is high or low-income earners who are more likely to evade 
taxes. The effect of tax rate seems to follow a similar pattern, although the 
studies under review mostly suggest that a higher tax rate tends to lead to 
higher rate of tax evasion, possibly because of the higher tax saving as a result 
of the evasion.28 Among the parameters examined in the studies, it is only 
audit probability and penalty rate that seem to have a clear-cut effect on 
taxpayer compliance,?' albeit with an insubstantial magnitude. Of these two 
factors, it is suggested by the studies under review that audit probability is 
considered more important in shaping taxpayer compliance. 

It is, however, important to note that the positive effect may not be 
sustainable in the long run. It is true that audits may reduce the rate of tax 
evasion, but it will only remain so until a certain level is reached. Once this 
level is reached, further audit will only increase evasion. Hence, these 
subseguent audits may in fact backfire.?28 This may be because taxpayers may 
soon decide not to comply once an audit is completed, as they believe that it 


is unlikely they will be subject to a different audit immediately—a reaction 
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often referred to as the 'bomb crater effect'.2” This can be seen, for instance, 
in research reported by Beer et al where audits can immediately increase the 
amount of reported income. They find that three years after an audit that 
results in an additional tax assessment being conducted, taxpayers on average 
report 12096 higher income.” However, the findings also include that when 
the audit does not result in additional tax being paid, the amount of income 
reported by the latter group of taxpayers in subseguent years tends to 
decrease. 

Nevertheless, increasing audits may not be the best choice for tax 
administrators as this tends to be costlier: frustrate normal business activities: 
and put more compliance burden on taxpayers.?' As a result, the numbers of 
taxpayers who are subject to audit are generally low. As a conseguence, 
according to Allingham and Sandmo's model, tax evasion should be 
widespread.?? However, this seems to not always be the case. In fact, studies 
on the effect of audit probabilities on compliance have shown inconsistent 
findings, ranging from a failure to detect such a relationship to proving its 


effectiveness.?? As an example, Kleven et. al provide evidence that improving 
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audit probability has a positive effect on taxpayer compliance.?4 Their study 
reveals substantial evidence for tax evasion, particularly on income that is not 
subject to an extensive third-party reporting system, such as that earned by 
self-employed people. In contrast, the evasion level is significantly lower for 
income that is subject to a third-party report. Similarly, improved compliance 
can also be observed when taxpayers perceive a higher probability of being 
audited, as inferred either from prior audits or a threat-of-audit letter. 
Similarly, an experiment conducted by Prasetyo and Sinaga in the Indonesian 
context provides an indication that audit rate has a significant effect on 
compliance.2" 

However, despite the low audit coverage rate—for instance, the IRS in 
the United States audited only 0.646 of tax returns lodged in 201528—Alm, 
McClelland and Schulze find that taxpayer compliance remains higher than 
predicted by the econometric model.?” This reveals that it is indeed true that 
as the probability of being audited increases, the taxpayer compliance level 
also increases. However, the relationship is not linear because the increase in 
compliance decreases as the probability of detection increases. Audits are 
only able to improve compliance to a certain level, after which more audits 
would in fact translate into an increase in tax evasion, indicating that the 


audits may backfire.88 In fact, it has been revealed that increasing audit 
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probability will be successful for improving compliance of filers, but fails to 
affect filing behaviour. This suggests that increasing audits generally will not 
encourage non-filers to change their existing behaviour.?? This essentially 
means that more audit is not necessarily better.“ As such, an effort to 
improve compliance by relying on strategies that mainly use audits and 
punishments to deter evasion may not be adeguate because rather than 
increasing it voluntary compliance, it may reduce it." 

In terms of the effect of penalties on compliance, Allingham and 
Sandmo's model in essence predicts that an increase in the severity of 
penalties normally improves compliance, as the cost of committing non- 
compliance behaviour becomes higher.2? This generally gives rise to efforts 
by tax authorities to extensively monitor taxpayers: apply hefty penalties and 
sanctions to wrongdoers: and remove avenues for taxpayers to engage in 
non-compliant activities“'—a policy choice generally favoured by tax 


authorities.?” In the Indonesian context, experiments conducted by Juanda?" 
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and later Prasetyo and Sinaga” provide supporting evidence, although the 
effect of conducting more audits in reducing tax evasion may be limited.?' 
Such traditional tools of enforcements have been suggested to have only a 
limited effect on taxpayer compliance” because of their small deterrent 
effect.” In fact, in a different setting, introducing monetary penalty, rather 


than improving compliance, may worsen it, 


particularly when the monetary 
penalty is seen as a way to compensate and rationalise wrongdoing rather 
than as a punishment for social or moral standards violations.?' Fines that are 
perceived to be too high or are imposed inappropriately, according to 
Kahneman and Tversky, might tempt taxpayers to try harder to engage in 
riskier evasion efforts to recover what are considered losses due to excessive 
fines.2? 

The administration's responsibility, nevertheless, is not simply to 


enforce compliance: rather, it must pursue the fostering of compliance.?? The 


use of deterrence may be effective in improving compliance only in the short 
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run,24 


particularly when taxpayers are not always amoral and utility- 
maximising individuals.? In fact, most taxpayers are honest and generally are 
willing to pay their fair share of tax,?S as depicted by Braithwaite in her 
compliance model.?' Further, not only does the econometrical model fail to 


258 its effectiveness in the long run may be 


produce accurate predictions, 
guestionable. As a result, it is important to consider factors outside these 
classical economic factors, for several reasons.?” First, it is generally expensive 
to conduct actual enforcement activities with results that are normally 
effective in improving compliance in the short run at best. Second, intensively 
conducting enforcement based on deterrence approaches may result in 
confrontation with taxpayers. This normally is undesirable, as it will only 
increase resistance and reduce compliance. Last, there are issues that make it 
more difficult for taxpayers to comply, such as the complexity of tax rules, 
which generally influences their compliance costs as well. In short, as Alm 
suggests, in term of paying taxes, 'there is a "full house” of behaviors 
motivated by a “full house” of considerations' that need to be considered 
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carefully,”” as there are other factors, such as social norms and perception of 
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fairness, that need to be considered as well." Table II.1 provides a list of these 
factors. Some may need the tough nature of the stick of enforcement while for 
others, this approach may not work and will only damage their motivation to 
pay taxes.?? 

Although deterrence seems to remain the main mechanism in 


t,268 jt seems that 


addressing non-compliance, at least in the US contex 
compliance cannot be explained satisfactorily through the use of enforcement 
alone.?4 Deterrence in short is a necessary, albeit not sufficient, condition to 
shape taxpayer compliance.2? As Table II.1 indicates, taxpayer compliance 
behaviour is more than simply a calculation of benefit maximisation as 
pursued by the standard econometrical approach. It fails to take into account 
the sociological and psychological factors that may shape compliance.? A 
simple example can be seen in cases where people tend to choose an option 
that enables them to avoid losses over an option that reguires them to take 
additional risks to obtain exactly the same amount.?' In short, when faced 
with a possibility of suffering losses, people generally tend to be willing to 


take more risks as an attempt to cover those losses. People tend to like 


winning and dislike losing: certainly, they dislike losing more than they like 
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winning. As Kahneman puts it, losing $900 is more painful than 9046 of the 


pain of losing $1,000.258 


Table II.1 Factors influencing tax compliance26? 


Perspective 


Conclusions from research 


Economic determinants 


Freguency of audit 


Fine 
Marginal tax rate 


Income 
Opportunity to 
avoid or to evade 
taxes 


A higher probability encourages compliance, and a 
subjective probability appears to have more effect on 
compliance than an objective probability. 

A higher fine has some deterrent effect. 

A higher marginal tax rate has an ambiguous effect on 
compliance. 

A higher income has an ambiguous effect on compliance. 
The self-employed with ample opportunities to evade are 
likely to be less compliant than taxpayers with more 
limited opportunities. 


Psychological determinants 


Complexity of tax 
law 

Attitudes 
Personal norms 


Social norms 
Societal norms 


Distributive justice 


Procedural justice 


Retributive justice 


Tax laws are too complicated and compliance is thus 
difficult, even if desired. 

Attitudes are often treated as the source of tax morale. 
Internalised values (i.e., the personal tendency to obey 
laws) affect compliance. 

The norms and values in a social setting affect compliance. 
The norms and values of a society as a whole affect 
compliance. 

Compliance is affected by horizontal eguity (i.e., an 
individual's tax burden relative to others with egual 
income), vertical eguity (i.e., an individual's tax burden 
relative to those with more or less ability to pay) and 
exchange fairness (i.e., an individual's tax burden relative to 
the receipt of public goods financed by tax revenues). 

The fairness of the procedures for making tax-relevant 
decisions (e.g., having a voice in policy making, 
transparency, consistency, neutrality, fairness of interaction 
between authorities and taxpayers) affects compliance. 
The fairness of the form and severity of the punishment 
imposed on tax offenders affects compliance. 
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In the taxation context, when ataxpayer's business is being threatened 
by the tax office, perhaps in the form of a large tax bill, that taxpayer is more 
likely to engage in risky confrontation with the tax office as a way to safeguard 
their interests against losses. Once this step has been taken, the taxpayer will 
most likely continue taking a similar route in their future dealings with the tax 


office.” Another important factor to examine is the role of authorities (Figure 


114). 
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Figure II.4 Parties in the taxation climate?'! 


It has been suggested that in certain countries, there may be a link 
between taxation and democracy in a sense that taxes can only be imposed 
with the consent of the people (the application of this principle in the 
Indonesian context is presented in Chapter III)? This manifests in the tax 
legislations enacted by members of parliament—working in concert with the 


government—who are demorcratically elected by the people through an 
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election. Once passed, it is normally the responsibility of a tax authority to put 
these tax legislations into practice.” Taxpayers, therefore, comply because 
they have given their consent through their representatives. Following the 
same logic, thus, taxpayers may find it logical to be non-compliant if taxes are 
imposed by non-representative authorities, due to a lack of respect and 
legitimacy. This in turn may trigger taxpayers' resistance.” 

It is therefore clear that there is a need for a framework to integrate 
these factors. One interesting proposal for such a framework is proposed by 
Kirchler, Hoelzl and Wahl.”? In a model they name the 'slippery-slope 
framework', the role of tax authorities is clearly recognised. They posit that 
taxpayer compliance is shaped by trust in tax authorities and the power of tax 


authorities (Figure 11.5). 
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Figure II.5 The slippery-slope framework?'$ 


On the left side of Figure II.5, the model shows that taxpayer 
compliance is influenced by the power of authorities. The power of authorities 
in this model generally refers to the perception of the extent to which an act 
of tax evasion conducted by a particular taxpayer might be detected, perhaps 
through freguent and thorough audits, and for that evasion to be 
subseguently punished, for instance by imposing a significant fine. When the 
power of authorities is low at the right end of the continuum, where trust in 
authorities is low as well, it can be seen that taxpayer compliance is at the 
lowest point. This means that many taxpayers engage in tax evasion games. 
Tax authorities may respond to this by conducting more audits and closing 


loopholes found in legislation. They may also conduct more intensive data 
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exchange with their partners. This moves the power of authorities to a 
particular point away from the lowest point at the right end of the continuum. 
This, as a result, increases compliance. Note, however, that the resulting 
increase is the result of enforcement activities, named in this model as 
enforced tax compliance. 

It is also possible to improve taxpayer compliance without tampering 
with enforcement switches. On the right side of Figure 11.5, compliance is also 
shaped by taxpayers' trust in tax authorities. Trust in this context means the 
general opinion of the public that the tax authorities act for the benefit of the 
common good. If this element of trust can somehow be pushed to the right, 
then taxpayer compliance will accordingly rise. However, the resulting 
compliance in this case is not a result of enforcement activities conducted by 
the tax office, rather the compliance is voluntary in nature. 

The model therefore implies that high compliance can be achieved 
either in a condition where strong power of authorities is evident or in the 
situation where there is high trust in the authorities. The resulting compliance 
nevertheless is different in nature. Strong power of authorities results in 
enforced compliance, while high trust is more associated with voluntary 
compliance. Varying the magnitude of power would yield a significant effect 
towards compliance if trust is low. If trust is already high, then there is no 
point in exercising more enforcement, as taxpayers are already willing to pay 
their share of tax without the need for enforcement. Conversely, variation in 
trust would matter most in a situation where power is low. Moreover, in an 
environment where enforcement is at the maximum level, the element of trust 


becomes irrelevant. 
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It should be noted, however, that power can influence trust. An 
excessive use of power can be viewed by a taxpayer as a sign that tax 
authorities distrust honest taxpayers. Regular and freguent audits may be 
seen as a sign of distrust, thereby legitimising taxpayers retaliating in a similar 
manner by reducing their tax payments. Faced with reduced revenue, tax 
authorities will conduct more audits, causing further damage to taxpayer trust 
as this will be seen as a proof of unfair treatment towards taxpayers. This is an 
unfortunate situation as it is generally more difficult to obtain trust than to 
lose it. On the other hand, the use of power may result in higher taxpayer trust 
if it is conducted in an efficient manner to detect fraud and uphold justice. 
Hence, the way people perceive how the use of power is carried out may be 
important in shaping taxpayer compliance because seeing 'dodgy' taxpayers 
being punished could improve the trust of honest taxpayers. When this is 
achieved, such trust would be beneficial as their support will also improve 
enforced compliance and the overall efficiency of monitoring activities. 
Another model worth mentioning here is the model proposed by Pickhardt 
and Prinz?” where they integrate various factors affecting taxpayer 


compliance (Figure 11.6). 
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It is assumed in this model that taxpayers, before committing an act 
of evasion, are normally in conflict between maintaining their moral standards 
(honesty) and the benefit that may be obtained from being dishonest 
(benefit)—referred to here as the simple model of emotional balancing 
(SMOEB). Dishonest actions are generally driven by a person's 'fudge 
factor'.2? This generally means that a person's behaviour normally is 
governed by two opposing motivations: a desire to be seen as honest and 
sincere on one hand and on the other hand, to selfishly gain as much as 


possible, possibly through cheating if necessary. When that person's ability to 
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rationalise the selfish behaviour increases, their fudge factor increases, and 
they become more comfortable with cheating or other misbehaviour. 
Accordingly, the acts of being dishonest can be reduced if that person's ability 
to rationalise such action declines, thereby lessens their fudge factor.2 
Once a person commits a crime, that person needs to rationalise their 
actions. The fudge factor increases when it becomes easier to rationalise such 
action, thus making it easier for them to commit the crime. Accordingly, a 
reduction in the fudge factor will make it more difficult for a crime to be 
committed. As a result—rather than putting more enforcement activities in 
place as suggested by the Allingham-Sandmo model—Ariely argues that 
manipulating the fudge factor—such as by reciting the Ten 
Commandments—may be more effective in reducing dishonest behaviour.2' 
The lower part of the model then explains the tendency for taxpayers 
to commit an act of evasion. This part generally depends on the incentive that 
they can obtain from doing so. This may include addressing certain problems 
that they cannot share with others, the opportunity that is available to them 
to commit that act (generally self-employed taxpayers have more 
opportunities to cheat compared with employees) and finally the ability of 
those taxpayers to justify the wrongdoing (perhaps they see their colleagues 
do the same thing)??? The Allingham-Sandmo model, however, only 
considers the advantage of evasion (benefit) and the probability of it being 


discovered (opportunity). 
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In addition to these factors, there are other elements that represent 
additional pressure shaping taxpayers' attitudes. These elements take the 
form of social institutions and personal networks. Personal networks in 
particular are important, as they are the foundation from which one obtains a 
self-restraint motivation by engaging in tax evasion games. This is because 
when they see others cooperate, they generally follow suit.“ Direct social 
pressure, for instance, has been found to improve compliance.? Ilg calls this 
'persuasion', which basically deals with individuals' adherence to the rule of 
law as a result of their concerns for their own reputation and social status. 
This perhaps is the reason why messages related to social norms, such as 'nine 
out of ten people pay their tax on time', are able to induce taxpayers to pay 
their tax bills sooner.2? 

On the other side of the coin, social institutions that form social norms, 
such as the tax office, are by no means less important (Figure 11.4 and Figure 
15). Social norms in particular have been found to significantly affect 
compliance.?88 This is probably because individuals generally adopt the values 


and norms of the group with which they identify and then tend to voluntarily 
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cooperate with the authorities representing that group.2? Such compliance, 
however, is affected by the ease with which they can comply, as those who 
are committed to comply could still fall into the trap of non-compliance 
caused by honest mistakes.?” As tax administration ties legal structures and 
its implementation in the field,2”' the organisation of a tax administration 
deserve special attention. Further, because they maintain continuous contact 
with taxpayers, tax administrators have a pivotal role in manipulating either— 
in Lewin's words—the driving or the restraining force to comply.?? After all, 
they are the ones who are tasked to try to understand, in Olson's words, 'what 
makes taxpayers tick'. 28 

An idea considered by Daniel Kahneman as 'the best idea I ever heard 


1294 


in psychology'”" revolves around the notion that a person's behaviour can be 


changed by either adding force that pushes them in a certain direction or 


289 Lemessa Bayissa Gobena and Marius Van Dijke, 'Fear and Caring: Procedural Justice, Trust, and 


Collective Identification As Antecedents of Voluntary Tax Compliance' (2017) 62 Journal of Economic 
Psychology 1. 
290 Jo'Anne Langham and Neil Paulsen, "Invisible Taxation: Fantasy or Just Good Service Design?' (2017) 
321) Australian Tax Forum 129. 
21 Charles Mansfield, "Tax Administration in Developing Countries: An Economic Perspective' (1987) 35(1) 
IMF Economic Review 181. 
2922 Kurt Lewin, 'Group Decision and Social Change' in Eleanor E. Maccoby, Theodore Mead Newcomb 
and Eugene L. Hartley (eds), Readings in Social Psychology (Henry Holt and Company, 3rd ed, 1958) 
197. 
298 Nina E. Olson, 'Procedural Justice for All: A Taxpayer Rights Analysis of IRS Earned Income Credit 
Compliance Strategy' in John Hasseldine (ed), Advances in Taxation (Emerald Group Publishing 
Limited, 2015) vol 22, 1. 
294 Stephen J. Dubner, How to Launch a Behavior-Change Revolution (25 October 2017) 


«http://audio.wnyc.org/ 


freakonomics podcast/freakonomics podcast102517.mp3-». 


81 


reducing the obstacles that make that move difficult.2s Although that 
person's behaviour ultimately is an eguilibrium between the two forces, the 
two forces carry a different secondary effect. The first force generally is 
accompanied by a high level of tension while the second force provides less 
tension. As tension in this case generally translates into higher aggressiveness, 
emotionality and lower constructiveness, the second force is preferred.?” 

Returning to the taxation context, the driving force to change 
taxpayers' behaviour can easily be seen as aligned with the traditional 
Allingham-Sandmo approach, generally relying on making non-compliance 
more expensive to do. In this so-called antagonistic climate, the relationship 
between tax authorities and taxpayers mimic that of cop and robber, where 
tax authorities see taxpayers as nothing more than robbers who continuously 
try to hide their assets and avoid paying taxes whenever possible. As such, 
they must to be put in check constantly. In contrast, taxpayers, feeling that 
they are always watched and persecuted, may find it right to hide their wealth 
from the watchful eyes of the tax office. Voluntary compliance, therefore, is 
minimal as taxpayers continuously weigh the costs and benefits of evading 
taxes. It can be immediately seen here that the approach is dominated by 
aggressive acts and tension. 

The second force, on the other hand, can be seen as parallel with the 
synergetic relationship. Here, the relationship between tax authorities and 
taxpayers is like that of a service provider and its client. Tax authorities are 
seen as part of the community to which taxpayers belong and actually provide 


services for this community. Taxpayers in this environment are viewed as law- 
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abiding citizens who are more likely to comply with tax rules voluntarily and 
are less enthusiastic about engaging in tax evasion games. 

In Brathwaite's words, tax authorities, although they always have legal 
legitimacy, may not have psychological legitimacy.?' In the latter context, 
taxpayers always evaluate what tax authorities stand for. Based on this 
evaluation, taxpayers develop their position with the authorities. This results 
in what Brathwaite calls 'social distance'. Social distance generally also reflects 


psychological distance,?8 


which is a subjective evaluation on whether 
something is near or far.2”? This concept focusses on the feelings of one 
person about another.8 In the taxation context, the shorter this distance, the 
more the relationship leans towards the synergistic climate as taxpayers form 
a positive orientation towards tax authorities. However, it is interesting to note 
that for corporate taxpayers there is evidence that both threat-based and 
non-threat-based approaches to compliance may not be able to improve tax 


compliance significantly.”' 


The non-threat-based approach may in fact 
backfire in the sense that it results in increased tax deductions claimed by 
taxpayers. 

In the Indonesian context, as discussed in Section IV, it is clear that tax 


legislation mandates the self-assessment system as the system of choice. This 
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entails the conseguence that the tax system is directed towards the synergistic 
approach, as suggested in Figure 11.5.0? Theoretically, this would be beneficial, 
as Figure II.5 shows: the cop-robber climate may not be fruitful in the end as 
it results in a distrustful environment that stimulates cheating behaviour and 
makes tax administration costly to maintain. It can also be seen in Figure II.5 
that the service-and-clients approach is to be adopted as it leads to a trust 
environment”9 It is for this reason that the organisation of the DGT was 
changed from the type-of-tax approach to a function-based organisation in 
2007, following the formation of the LTO.“ The administration model derived 
from the LTO was later extended to cover medium and small-sized taxpayers 
as part of a pilot project run by the IMF in 2002-2004.” Theoretically, such 
extension is useful as a way to extend the revenue stability in the large 
taxpayer sector to smaller-sized taxpayers.”5 

Several points are cited as advantages of function-based 
organisation”” First, it promotes greater uniformity and specialisation. 
According to Alink and van Kommer, the idea of such specialisation is to 
accumulate knowledge and experience in certain aspects of taxpayer 
compliance behaviour and risks associated with certain type of taxpayers.'8 
This form of organisation is also useful for learning the particularities of laws 


and legal procedures that are relevant for certain types of taxpayers. Hence, 
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taxpayers are treated based on their segmentation by classifying taxpayers 
into different groups and customising approaches based on the 
characteristics of each group, an approach that is considered one of the key 
drivers of tax administration performance in the McKinsey study.?? Such a 
customised approach would eventually lead to increased compliance and 
improve the specialised skills of tax officials. 

Second, as common processes are shared across functions, this leads 
to improved simplicity for both taxpayers and tax administration. This also 
means a decrease in overall administration costs as duplication of processes 
is significantly reduced. This improves the overall efficiency of tax 
administration. Further, as responsibilities are shared across different parts of 
the organisation, theoretically this improves the overall integrity of tax 
administration, as the opportunity for collusion among tax officers is more 
limited. 

This approach, however, may have several disadvantages, such as 
uneven distribution of skilled personnel as skilled individuals are drawn 
towards working in a large tax office"? This in turn results in differences in 
remuneration as a result of higher skill reguirements and more demanding 
working conditions. This may cause tax officials outside the large tax office to 


resent the preferential treatment given to their counterparts who work in that 
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particular unit?" In addition, there is a challenge to maintain consistency of 
treatment for taxpayers who belong to different segments but are in a similar 
situation.'? 

When considering the dynamics of the relationship between tax 
authorities and taxpayers, how they affect one another and ultimately how 
this relationship shapes taxpayer compliance in the two models presented 
above, it is clear that tax authorities have a significant role. This is because it 
holds a central position in formulating appropriate efforts to obtain the 
correct blend of approaches that produce optimum compliance level. 
However, it is clear that, as has been shown in this literature review, the centre 
of attention on taxpayer compliance research is on the taxpayers' side.” 

Although it has been suggested that improving general tax 
administration, among other things, can increase tax revenue," research in 
this area mostly touches on the macro side of administration. In this regard, 
Bird notes that an effective tax administration—one that is able to induce 
taxpayers to comply voluntarily with the law—reguires three main ingredients: 
the political will to implement the tax system effectively, a clear strategy for 
achieving this goal: and adeguate resources to complete that task." He then 
states that once these are established, three tasks need to be completed: 


facilitating compliance: keeping taxpayers honest: and controlling corruption. 
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For this purpose, Hasseldine identifies the following reguirements that must 
be met: 

1. a professional approach to internal management issues (such as 
human resources) 
attention to cost efficiency and effectiveness 
responsive engagement with all sectors 
successful introduction with technology 


understanding what drives taxpayers and tax agents 


Dn  » N 


sophisticated risk profiling and informed responses to taxpayers' 
behaviour 

7. transparency of governance and detailed performance reporting. 

The first reguirement is of interest in this book as tax officials are the 
ones who deal with both taxpayers and tax legislation on a daily basis. It is 
precisely on this area that the Indonesian tax system needs to focus." 
Globally, the Organisation for Economic Co-operation and Development 
(OECD) identifies in their current report that the way in which tax staff are 
managed, engaged and led is essential for the success of a tax 
administration?" One of the factors highlighted by the OECD is the 
importance of skilled and committed employees. Here, it is argued that skilled 


and committed employees have fair and professional dealings with 
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taxpayers.'? For this, the OECD cites that salary and benefit payments, 
opportunities for career advancement, and codes of conduct are of 
importance.?0 Indeed, how a tax administration be managed and run is an 
important topic to be explored further." It is in this context that the 
contemporary literature seems to be lacking as most work in this area—as 
shown in the preliminary literature review presented in this chapter—appears 
to be centred on the taxpayers' side, although the role of a tax authority is 
essential.??2 This is the issue that this book attempts to address. To that end, 
this book begins by analysing the administration of the offices formed as part 
of the tax administration reform pilot project, which was briefly discussed in 
Chapter I and is explored in detail in Chapter III. These offices were seen to be 
successful—in terms of revenue collection and curbing of corruption 
committed by tax officials—and their administration model was adopted 
nationally once the project was completed. 

Because the pilot project was conducted within the DGT, analysing this 
project in detail would be beneficial for the purpose of the book (discussed in 
Chapter I), as this would produce results that would arguably find immediate 
application in an environment administered largely based on that pilot 
project. The grounded theory approach briefly discussed in Section II is useful 


as a method of inguiry for this purpose. This is because this approach is 
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directly grounded in the participants' first-hand experience and thus has a 
focus on generating theoretical explanation that can readily be implemented 
in new settings, particularly if they share similar characteristics to those 
reported in this study. Detailed discussions on this matter are presented in 


Chapter IV, Chapter V and Chapter VI of this book. 
VI  CONCLUSION 


The preliminary literature review presented in this chapter provides an 
overview of two relevant themes identified in the literature: the Indonesian 
taxation system and taxpayer compliance. The first theme concludes with a 
notion that Indonesian taxation relies on the self-assessment system, which 
mostly depends on taxpayers' willingness to voluntarily comply with tax rules. 
The second theme identifies key aspects in the literature that are seen to be 
significant in influencing taxpayer compliance. It then establishes the 
importance of tax authorities in shaping compliance. It concludes with the 
identification of seven characteristics that are seen as important for tax 
administration proposed by Hasseldine.? This book in particular focusses on 
the management of those working at the tax office, particularly in the 
Indonesian context, as this is an important area that does not appear to have 
been sufficiently covered in the current literature, representing a gap. 

The next chapter outlines in more detail the key characteristics of 
Indonesian tax administration and presents the necessary context that forms 


the foundation for this study. 
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CHAPTER Ill 


IV GAY IK 7 Nalo) 
IN INDONESIA 


CHAPTER III 
TAX ADMINISTRATION IN INDONESIA?22 


I INTRODUCTION 


This chapter outlines the working environment of Indonesian tax 
administration and builds on the principles established in Chapter II, which 
outlined the basic tenets upon which the Indonesian tax administration is 
built: this mainly revolves around the application of the self-assessment 
system. The previous chapter then went on to explain that the key 
reguirement for this system to work is the willingness of taxpayers to comply 
voluntarily with tax laws. The literature on this topic, as explored in Chapter II, 
mainly focusses on the taxpayers' side, although some studies highlight the 
importance of the role played by tax authorities. 

Now that the theoretical foundation has been firmly established in 
Chapter II, this chapter discusses how these theoretical principles are put into 
practice in Indonesia. The information provided in this chapter helps 
contextualise the tax administration reform pilot project—and its subseguent 
nation-wide adoption once the project was finished—within the overall 
Indonesian tax administration system. 

Further, the information provided in this chapter serves the key 
function of transferability in this inguiry. This function—the applicability of a 
working hypothesis developed in one context to another—depends on the 


similarity of the two contexts. Lincoln and Guba call this 'fittingness', which 


324 The information described in this chapter is correct as of 4" August 2018. 


91 


they define as 'the degree of congruence between sending and receiving 


contexts'.?3 Thus, if context B is sufficiently congruent with context A, working 


hypotheses developed from context A may be applicable in context B. For 


readers to make this type of judgment, they need information on both context 


A and context B so that their judgment can be formulated in an appropriate 


manner. This chapter serves this purpose by providing detailed information 


on Indonesian tax administration (the sending context) so that readers can 


assess whether this situation is sufficiently congruent with their own condition 


(the receiving context). To this end, the chapter is organised as follows: 


1. Section I 
chapter. 

2. Section II 

3. Section III : 


Section | provides the general introduction to this 


Section Il outlines the Indonesian taxation system 
from a historical point of view. The key period 
highlighted is the 1984 tax reform as this is when a 
fundamental shift in the Indonesian revenue focus 
took place: from an oil and gas-intensive to a tax- 
intensive system. It then moves on to the more 
recent period of reform with the main focus on tax 
administration project reform in the 2000s. 

This section is used to describe the applicable tax 
legal system in Indonesia. It begins with a 
description of the legal system in general, starting 
with the constitution. It aims to show that legal 
aspects of the taxation system in Indonesia can be 


traced to the Indonesian constitution. This section 
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4. Section IV : 
5. Section V : 
6. Section VI : 


then moves on to describe the general principle of 
taxation as currently applied in Indonesia. 

Building on the review presented in Section II, this 
section reports the application of the self- 
assessment system in Indonesia. It aims to provide 
a general overview of how this system is applied 
based on the legal principle established in the tax 
legislation, particularly the General Provisions and 
Tax Procedures law. 

Section V deals provides a description of the 
organisational structure  tasked with the 
implementation of the legislation and tax system 
described in previous sections. This section explains 
chronologically how the organisational structure of 
the DGT has changed over time and provides a 
rationale for those changes. 

Section VI begins with an analysis of tax revenue 
performance in Indonesia. It provides a general 
description of tax revenue in Indonesia and then 
considers how this has changed over time. A 
comparison with GDP as a proxy for the tax base is 
made along with an international comparison 
involving several comparable South East Asian 
countries. One notable piece of information 
provided in this section is that there was a declining 


state tax buoyancy between 2008 and 2016. 
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Further, it is shown that tax revenue growth does 
not correlate with GDP growth. 

7. Section VII: Section VII concludes this chapter. 

This chapter now moves on to Section II to outline the historical 


context of the tax system in Indonesia. 
1 HISTORICAL BACKGROUND 


There is no art which one government sooner learns of another than 


that of draining money from the pockets of the people. (Adam Smith)? 


A Pre-1984 

In this era, the Indonesian taxation system mostly used the taxation 
system introduced by Dutch colonialists. During this period, there were 16 
laws related to taxation. This included, for example, laws on salary and wages 
taxation, income taxation, dividend taxation, turnover taxation, radio taxation, 
foreign entity taxation, development taxation, wealth taxation and several 
other taxation laws and ordinances. This tax system remained untouched until 
the early 1980s although it contained major weaknesses as it was based on 
outdated tax legislation written during the Dutch colonial administration.?” 
Changes introduced after Indonesia's independence in 1945 did not seem to 
be able to deal with this problem. In fact, by 1981, the Indonesian tax system 
had become an extremely complex system consisting of unenforceable 


amendments, decrees and regulations. It failed to deliver adeguate revenue 
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and eguity and had become a source of inefficiency.? This can be seen, for 
instance, in the continuous decrease of the non-oil tax revenue-to-GDP ratio 
in the period prior to tax reform in 1983 (Figure 111.1). 
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Figure III.1 Non-oil tax revenue-to-GDP ratio trend (1967-1989) 


It can also be seen from Figure III.1 that, in contrast to non-oil tax 
revenue, tax receipts from oil taxation showed a stronger performance, mostly 
because of the simple but effective tax rules contained in the oil contract 
production agreement.”?? This high revenue from oil taxation in 1973-1981 
apparently was the main factor that contributed to reluctance about 
reforming the tax system at that time.?? Gilles adds that this reluctance to 
reform was also due to several other factors. First, those who did not earn 


much income were unaware of the taxes imposed on them as taxes were 
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disguised in the form of indirect taxation. Second, high-income earners 
enjoyed a relatively low tax burden as most taxes were paid by state-owned 
companies and foreign corporations. Third, as mentioned previously, the tax 
system was highly complex such that outside the tax administration, few 
people understood which particular legislation applied in a certain situation. 
This had resulted in a significant level of corruption among tax officials. 
Nevertheless, it was recognised that over-reliance on oil taxation revenue 
might be disadvantageous because oil taxation revenue began to decrease in 


1981 (Figure III.1). 
B 1984-1990 


1 Reform Plan 

Recognising the decrease in oil tax revenue, the Indonesian 
government commenced planning for tax reform in early 1981. For this 
reform, several decisions were made: 

1. Sufficient time was allocated to investigate the weaknesses in the 
existing tax system and to convert tax policy recommendations 
into draft legislation. 

2. The tax reform would cover the entire Indonesian the tax system 
including the tax structure and the institutions that govern that 
structure. 

3. The reform would cover all types of taxpayers, including those in 
the oil and gas industry. However, to avoid conflict with oil 
companies, it was decided that oil companies that signed 


production contracts prior to the reform would retain their existing 
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tax treatment. For those who entered into a contract after the tax 
reform, the new tax legislation would apply. However, companies 
were assured that in the event of a significant increase in tax 
payments because of the applicability of the new law, this increase 
would be fully compensated with a reduction in royalties paid to 
the Indonesian government. 

The reform would be comprehensive in nature and be presented 
at one time. 

The whole reform would be fully funded by the Indonesian 
government although foreign consultants were used in the 
process because of the lack of domestic expertise. These 
expatriates would mostly remain overseas and maintain a low 
profile. They were predominantly Americans or had an American 
background and this influenced their approach? This can be 
seen, for instance, in their focus on simplification, rate reduction 
and base broadening. 

Another issue worth mentioning was that by employing foreign 
advisers, the government could use them as scapegoats in a sense 
that they could lay the blame on these advisers should something 
go wrong. Further, these foreign advisers could shield the reform 
against criticism as well as resistance from local groups based on 
their perceived objectivity and status as experts.? 

The Indonesian government would facilitate training to enable 


Indonesian tax officials to operate in the new tax system. This 
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training would cover a wide area of expertise such as taxation, 
economics, accounting and computer science. 

The team believed that the reform should not be aimed at pursuing 
purposes other than revenue collection.“ This later led to their decision to 
eliminate a large number of incentives to pursue simplicity. 

2 Reform Element 
(a) Administration 

As mentioned previously, the old tax system in Indonesia was highly 
complex. This complexity was predominantly due to changes aimed at 
achieving non-revenue goals, such as the introduction of various tax 
incentives. Therefore, one key ingredient in the tax reform was simplifying tax 
structure and tax administration. This reguired that the tax base be broadened 
and tax rates restructured to be more uniform. 

In terms of administration, the key reform was the introduction of a 
new self-assessment system. This new system replaced the existing system 
where taxpayers were reguired to visit the tax office to have their taxable 
income and tax payable calculated.”” This, in combination with the highly 
complex system, resulted in rampant corruption among tax officials. The self- 
assessment system was introduced partly to deal with this problem. The new 
system limited contact between taxpayers and tax officials significantly, and 
thereby reduced the possibility for negotiation and corruption. 

The new self-assessment system, however, was not without 


weakness.”€ For example, the system reguired the tax office to check the 
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accuracy and completeness of information lodged by taxpayers. For this 
purpose, access to relevant data and information was essential, but 
unfortunately guite limited. Another feature of the new system was that there 
should be a mechanism to ensure that taxpayers reported their situation 
correctly. This led to a situation of distrust where tax officials continuously 
sought to reveal taxpayers' activities in avoiding taxes. 

There was also a problem of not having sufficient auditors. At that 
time, the DGT only had around 800 auditors for more than four million 


taxpayers, and they mostly focussed on tax refunds.?' 


Itis a general belief 
that taxpayers tend not to comply if the possibility of being caught is small. 
In Indonesia, at the beginning of the reform, the possibility of being caught 
evading taxes was limited for several reasons:” 
1. There was a lack of auditing skills, particularly on complex tax 
issues. 
2. Some taxpayers were protected either by the government or by 
certain tax officials. 
3. Some taxpayers were simply difficult to trace as a result of limited 
data availability. 
(b) Income Tax 
Income tax was one of the areas that was targeted for significant 
reform. In the old tax system, income was subject to two types of tax: Pajak 
Pendapatan (PPD) for individuals and Pajak Perseroan (PPS) for companies. 


These two taxes had become highly complex, mainly because of the large 
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number of exemptions and exclusions. PPD also had relatively steep rates 
ranging from 54X to 5096: similarly, PPS had progressive rates ranging from 
2046 to 4596. 

Separate income taxation rules applied for oil companies. The taxation 
of income for oil companies was generally codified in their production 
contract and was not part of the income tax system in general. Revenue from 
oil taxation dominated the Indonesian tax revenue structure at that time, with 
non-oil taxation playing a relatively trivial role. For example, company and 
individual income taxation prior to the tax reform in 1983 contributed only 
11.44 and 0.696 of GDP, respectively." 

This poor performance was largely attributed to structural and 
administrative weaknesses.”' Most deductions and exclusions in PPD for 
instance, were targeted to favour high-wealth individuals, causing their 
income to be untaxed or only lightly taxed. Civil servants and passive income 
were also relatively untaxed. This had eroded the tax base for PPD. The tax 
base for PPS was also eroded by the introduction of various tax incentives. 
These incentives were regarded as expensive and unfavourable for smaller 
firms and hence had discriminatory effects.“? Although they were designed 
to attract foreign investment and develop certain regions in Indonesia, 
generally they were ineffective at doing so. On the revenue side, these 
incentives had caused a small proportion of companies to pay income tax at 


the marginal top rate of 4576.” In the context of tax administration, these 
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incentives had made income tax administration more difficult.' It was 
therefore decided that eliminating such incentives was pivotal in reforming 
income taxation. As a replacement, lower tax rates applicable to all taxpayers 
were introduced. 

The reform resulted in a new unified income tax called Pajak 
Penghasilan (PPh). Replacing PPD and PPS, PPh applies to both individual and 
corporate taxpayers. It also applies to oil companies whose contract was 
signed after 1 January 1984, the date when PPh law came into force. This 
unification was mainly caused by the desire to achieve simplicity.“ 

To further achieve simplicity, most incentives that were available in 
PPD and PPS were abolished. It was a common belief among the HIID advisers 
that tax incentives had a relatively small influence on attracting foreign 
investments. Concerns raised by the domestic subcommittee involved in the 
reform process on this issue were not able to convince the Ali Wardhana— 
who was the Indonesian Minister of Finance (MoF) at that time—that 
incentives were still reguired. 

As a means to limit the disapproval of opposing parties, the incentives 
were said not to be abolished but instead replaced with a lower rate structure 
that applies to all taxpayers. Hence, the applicable income tax rates were set 
progressively at 15X and 3096 and then peaked at 3596, among the lowest in 
South East Asia at that time. The advisers were convinced that high tax rates 
had contributed to the low compliance level in Indonesia. Heij stresses that 


Indonesian tax rules could not be enforced, regardless of the tax rate, because 
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of problems with tax administration.” Hence, rate reduction became one of 
the key factors in income tax reform. 

The income tax base was also expanded as income was only loosely 
defined in the legislation. Income that previously was exempted or lightly 
taxed, such as capital gains and civil servants' salary and rental income, was 
fully taxed under the new PPh. However, the tax-free threshold was increased, 
resulting in a significant reduction in the number of income taxpayers. The 
advisers believed that the possible revenue reduction as a result of these 
measures would be compensated by the significantly expanded tax base and 
tougher enforcement activities. These recommendations were apparently not 
supported by the local subcommittee members, who maintained that the tax 
rates were not progressive enough to ensure income redistribution and that 
the lower rates would not guarantee sufficient tax revenue. However, they 
failed to convince Ali Wardhana. 

Another important aspect of the reform was the taxation of yayasan 
(foundations) and koperasi (cooperatives). Yayasan were one of the main 
vehicles in the Indonesian economic system at that time and were believed to 
be used extensively by then Indonesian President Suharto to manage his 
family's assets. Under the old income tax law, yayasan were virtually 
untaxable. In the new system, yayasan were liable to be registered as 
taxpayers, although some income they receive was exempted: this was 
particularly the case for those serving the public interest although the 
definition of 'public interest" was not mentioned in the law. In the end, 
Williamson, one of the HIID team leaders, noted that taxing yayasan in a 


stricter way was politically not possible at that time. 
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Taxation of koperasi was apparently also guite a sensitive matter. 
Koperasi were often linked with government institutions and therefore had 
high status in the Indonesian economy. Under the old law, koperasi were, just 
like yayasan, relatively untouched. The other HIID team leader, Gillis, noted 
that gaining approval from the Departemen Koperasi (Cooperative 
Department), particularly when most incentives available at the time were to 
be abolished, was critical in the tax reform project.” In the end, the new 
income tax law contained a provision that enabled koperasi to accumulate 
money relatively untaxed. 

Another key issue in the new income tax law was the introduction of a 
simpler pay-as-you-earn and withholding taxation system. This new system, 
for instance, reguired employers to withhold tax paid on behalf of their 
employees. Other organisations that made payments in the form of interest, 
dividends, royalties or other passive income to other parties were reguired to 
withhold income tax on those payments. This mechanism was essential to 
ensure that taxes were still collected despite the weak tax administration 
organisation. Civil servants, whose income was previously untaxed, were also 
subject to income taxation, like those working in private sectors. However, 
they received additional income to compensate the lost income they paid as 
income tax. 

Taxation on interest earned on term deposits, however, turned out to 
be strongly debated in the parliament because of the pressure from financial 
industry to prevent such taxation. The new law mandated such taxation to be 


regulated under a peraturan pemerintah (PP, government regulation). A 
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decree that was later enacted, however, postponed taxing such interest until 
further notice, leaving interest on term deposits untaxed. 
(c) Consumption Tax 

Consumption tax prior to the reform mainly consisted of turnover tax. 
This type of tax has been known for its cascading effect and generally favours 
vertically integrated business.”8 The Indonesian version of turnover tax was 
known not only for its cascading effect, but was also complex because of its 
rate differentiation ranging from 14 to 20 and its complicated 
exemptions.“? As a result, it was guite ineffective in collecting revenue. In 
1983, sales tax contributed only 5.496 of total revenue or 1.14 of Indonesian 
GDP. This is much lower than other developing countries' figures of 20-2546 
of total revenue and 4-54 of GDP. 

Upon recognising this problem, it was decided that a European-type 
VAT would be introduced to replace the existing turnover tax. Corresponding 
to the purpose of tax reform in revenue raising, a VAT is guite a popular source 
of revenue and has been widely adopted worldwide since its inception in 
France after World War 11.2”! The Indonesian version of VAT at that time, 
however, did not reach retail taxpayers because of administrative limitations. 

The new consumption tax in the form of a VAT tried to achieve 
simplicity by eliminating most exemptions by product and introducing a 
single, uniform rate. At the time of introduction and until today, the applicable 


VAT rate was 104. The legislation allows room for a change of rate from 596 
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to a maximum of 1596, but the rate must be a single rate. The decision to 
eliminate most exemptions and to apply a single rate raised concerns that the 
VAT would be regressive. However, the VAT was only payable on transactions 
at the manufacturer level. As a result, unprocessed food would essentially be 
untaxed. As spending on this type of food dominates low-income earners' 
consumption, it was believed that the VAT would not have a great regressive 
effect on them. 

An additional measure to address this regressive concern was the 
introduction of a separate regime of luxury sales tax. Under this legislation, 
luxury sales tax, in addition to the applicable VAT, had to be paid by those 
who purchased luxury items. Hence, it was expected that a better income 
redistribution effect could be achieved, as the rich would pay more when they 
consumed items that were deemed to be luxury items. Although the new 
luxury sales tax would not contribute to tax revenue significantly, its main 
purpose was as political support for the enactment of the new single-rate 
VAT.?2 

Another characteristic of the new VAT law was that it used a credit 
method system. This meant that businesses would only need to pay the 
difference between the tax that they paid when they purchased taxable goods 
and the VAT they collected when they sold that item to a consumer. However, 
they could claim a refund if they paid more taxes on purchases than the VAT 
they collected from their customers.” Last, as applied in Europe, the 


Indonesian VAT adopted the destination principle approach. This was meant 
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to essentially free exports from the effects of consumption taxation. However, 
this principle meant that imports were subject to VAT as they were consumed 
domestically. 

Again, it can be seen here that the VAT also featured simplification, 
rate reduction and base broadening. It eliminated various exemptions that 
were applicable in the old turnover tax and therefore simplified the tax system. 
Simplification was also achieved by excluding small businesses for VAT 
purposes to avoid the excessive administrative burden on these businesses. 
Further, it applied a single rate of 1096 that made the tax even simpler. This 
rate reduction, from the top rate of 2096 that had previously applied, was 
compensated by broadening the tax base, as most manufactured goods were 
subject to VAT. 

(d) Land and Building Tax 

In addition to income and consumption-based taxation, several taxes 
were levied based on property and wealth. The most significant of these types 
of tax was the luran Pembangunan Daerah (IPEDA, Contribution for Regional 
Development). The IPEDA was basically levied on the rental value of property 
in both urban and rural areas. Although a single rate of 0.596 was formally 
applied, in reality, there were multiple rates. For example, forestland was taxed 
at 204 of logging royalty. Similar to other types of taxes, the IPEDA too had 
many exemptions, which were based on land use, property size, property 
ownership or property value. These various exemptions eroded its tax base 
and ultimately made it unable to contribute significantly to the tax revenue. 
In 1983, for instance, the IPEDA only contributed 0.256 of GDP to total tax 


revenue. 
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In light of this, it was decided that all wealth-based taxation including 
the IPEDA, wealth tax, household tax and several other land-based taxes, 
would be abolished: as a replacement, the Pajak Bumi dan Bangunan (LBT) 
law was enacted in 1986. Under the new law, a single rate of 0.596 of property 
market value was adopted. Commercial and residential properties were 
treated egually, Most exemptions were eliminated, leaving only the 
exemption for non-profit organisations, national parks, international 
organisations or diplomatic offices and traditional grazing land. To address 
any regressive effects, an exemption of IDR 2 million of building value was 
allowed, causing most rural properties and houses owned by low-income 
earners to remain relatively untaxed. This, in combination with the single rate, 
essentially simplified LBT administration as tax officials concentrated only on 
high-value tax properties. 

3 Reform Stages 

Heij identifies that the Indonesian tax reform at that time followed 
three distinct stages: reform design formulation: proposal formulation: and 
finalisation.”” 

(a)  Reform Design Formulation 

Discussions to plan tax reforms in Indonesia began early in 1981 at the 
ministry level with advice from foreign advisers from the HIID. It was decided 
that: 

1. sufficient time would be allocated for the reform to be completed. 

It was felt that there was no need for immediate additional revenue 


as oil tax revenue was still abundant. 
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the reform would be fully funded using domestic sources of funds 
to avoid allegation of ties with foreign parties. 

recommendations made by the advisers would immediately be 
converted into legislation to avoid technical problems and resolve 
possible inconsistencies. 

for the recommendations to be properly implemented, it was seen 
to be necessary to include local officials in the reform process. 
the reform would be conducted using a low-profile approach as 
reguested by the Indonesian government. The foreign advisers 
would be in Indonesia for no longer than two weeks to assess the 
situation. Once recommendations were formulated, they would be 
forwarded to Gillis, who would make summaries and discuss them 
with his Indonesian counterparts. As a result of this approach, 
public exposure was virtually non-existent. This approach was 
taken on the understanding that it would lead to simple tax laws, 
because of limited pressure to provide incentives. 

to prepare for the implementation stage, training for local officials 
would be provided in either Europe or the US. 

all existing tax legislation would be abolished and the reform 
would start from a completely new position. 

the reform would include administrative aspects to implement the 
new taxation systems. This included the introduction of a new 
identification and computer system. 

there would be no final report and recommendations would be 


discussed as soon as they were completed. 
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(b)  Reform Proposal Formulation 

During this stage, foreign consultants began to conduct analyses and 
make recommendations for the existing tax system. Several visits were made 
to Indonesia as part of data gathering and recommendations on various tax 
aspects were made. These recommendations were then presented to Ministry 
of Finance key officials by Gillis or Williamson as the HIID team leaders. 

Most discussions took place among foreign advisers or between Ali 
Wardhana and Gillis with one or more foreign consultants. Gillis and/or 
Williamson acted as a liaison between the Indonesian key decision makers 
and foreign advisers. Most of the time, these advisers forwarded their 
recommendations to either Gillis or Williamson who would then present them 
to their Indonesian counterparts. It was not uncommon at that time for two 
advisers to have opposing views on the same aspect of tax: so it was left to 
the Minister of Finance to make the final decision. 

(c) Finalisation 

One notable feature of the Indonesian tax reform at that time was that 
legislation drafting closely followed the recommendations. During late 1983, 
final adjustments on policy recommendations were discussed at steering 
committee meetings. At this point, a combination of Indonesian and foreign 
lawyers began to include the recommendations in draft legislation. The critical 
factor at that time was the abolishment of tax incentives previously available 
to corporate taxpayers. To achieve acceptance, the advisers decided to convey 
that idea as introducing more effective and global incentives that apply to all 
taxpayers in the form of rate reduction. This is because making arguments 
against tax incentives was seen as unproductive as incentives were seen as a 


key instrument in attracting foreign investment. This strategy was a success 
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because approval from members of cabinet and the Indonesian president was 


obtained. 


Table III.1 A simplification of tax types after reform 


Pre-1983 Post-1983 


Pajak Perseroan (income tax for companies) 


Pajak Pendapatan (income tax for individuals) 


Pajak Kekayaan (wealth tax) Pajak Penghasilan (income tax) 


Pajak Bunga, Dividen, dan Royalti (tax on 
interest, dividend and royalty) 


Pajak Penjualan (sales tax) Pajak Pertambahan Nilai dan Pajak 
Penjualan atas Barang Mewah (VAT 
and sales tax on luxury goods) 


Pajak atas Tanah (land tax) 


Verponding (tax on indigenous land) 


Verponding Indonesia Pajak Bumi dan Bangunan (LBT) 


luran Pembangunan Daerah (regional 
development levy) 


Bea Meterai 1922 (stamp duty) Bea Meterai (stamp duty) 


Source: Simanjuntak and Mukhlis (2012) 


The Indonesian president at that time publicly expressed his support 
for the tax reform initiative. He even went further to urge the parliament to 
prioritise its process in the parliament. Given the strong political position of 
the president at that time, his support was interpreted as a sign that the draft 
legislations were not to be significantly changed from their current form. 
Discussions in the parliamentary committee were in an atmosphere where the 
majority attitude was to leave the reform to the experts. Objections from 
members of parliament usually ceased when they were told that a proposed 
reform was the best approach. This situation was similar to the approach taken 
by the Indonesian government during the preceding stages of the reform 
process. The role of the HIID was seldom mentioned at this stage. It was 


instead announced that the reform was assisted by advisers hired 
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internationally. The draft taxation bills were presented to the parliament in 


November 1983 and were all legislated the following month, just in time for 


when the oil price began to decline. Table III.1 outlines the final tax types 


resulting from this reform process.” 


4 Key Features 


The key features of the first Indonesian tax reform were as follows: 


1 


High degree of care in preparation 

As mentioned, during the planning stage of the reform, it was 
decided that the reform would reguire years of work. The reform 
was first initiated in 1981 and the new laws were finally passed by 
the parliament in late 1983. This long period of preparation was 
necessary to facilitate comprehensive evidence gathering to assess 
the effect of the existing regime on income distribution, resource 
allocation and growth. 

The whole reform process was coordinated by a committee led by 
the Minister of Finance, who coordinated with the HIID to organise 
several foreign advisers to assist with the reform. It was also 
decided that the reform project would include drafting of tax 
legislation. Thus, the HIID included six lawyers in its team of 
foreign advisers. Another important aspect was the decision to 
make tax administration part of the reform. This resulted in the 


introduction of the NPWP and computer application. It was also 
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the reason for including an accountant and a computer analyst on 
the HIID's advisory team. 

Simplification 

One of the key aspects in terms of simplification in the Indonesian 
tax system was the decision to abolish tax incentives. This was not 
easy to achieve because at that time, tax incentives were believed 
to be the key factor attracting foreign investment. However, the 
existence of various incentives had made the Indonesian tax 
system highly complicated, so that taxpayers found it difficult to 
understand the rules. As mentioned, this led to low compliance 
levels. To make things worse, those who decided to comply were 
faced with intense dealings with tax officials, an activity that often 
led to collusion between the two parties. 

This made non-oil revenue play an insignificant role in supporting 
national expenditure. The new income tax legislation introduced a 
lower rate tax rate, 3596 as the top rate as opposed to the previous 
4596 for companies and 50X for individuals, which was marketed 
by the foreign advisers as general incentives applying to all 
taxpayers. Another simplification in this regard was the increased 
tax-free threshold that significantly reduced the number of 
Indonesians who were subject to income taxation. The decrease in 
potential revenue as a result of this measure was compensated by 
the broadening of the income tax base by defining taxable income 
loosely as any increased economic benefit. 

The second aspect of simplification was the introduction of a VAT 


replacing the poorly administered turnover tax (Law No 12 of 
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1952). Under the new VAT, simplification was achieved by 
subjecting most transactions of goods and services to VAT, leaving 
only agricultural produce untaxed. The applicable tax rate was a 
single rate of 10X, the rate that still applies today. Making 
agricultural produce untaxed also carried the benefit that lower- 
income families remained untaxed as the majority of their 
consumption was related to primary production: this partly 
addressed the regressive nature of a VAT. The simplification of VAT 
was in fact often claimed as one of the key successes in increasing 
the contribution of non-oil tax revenue. 

Third, this reform was also unigue because it went further with 
respect to the administrative aspects of taxation, by introducing 
the NPWP. This created a cross-reference system for taxpayers and 
a cross-reference between income tax and VAT to ensure the 
accuracy of tax returns lodged by taxpayers. It also facilitated risk- 
based audit, a new type of audit mechanism that was recognised 
to beimportant as a result of the joint audit task force activities. 
Last, this reform showed the strong influence of foreign advisers, 
coordinated by the HIID, in the decision-making process. Formally, 
the reform process was led by Ali Wardhana supported by key 
economic ministers such as Radius Prawiro, Widjojo Nitisastro and 
JB Sumarlin. However, the decisions made by these key persons 
reflected significant influence from the HIID advisers. The local 
committee and subcommittee members were not in a position to 
challenge the arguments put forward by these advisers. In fact, the 


reform has resulted in an income tax system that closely reflects 
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5 


(a) 


the US and Western view of a good tax system by advocating lower 
rates, simplicity and the abolishment of tax incentives. Gillis noted 
that the proposed income tax rate structure in Indonesia closely 
resembled the Bradley-Gephardt bill proposed in 1983 in the US, 
although he added that the Indonesian income tax rate structure 
took lessons from the unenforceability of the highly progressive 
rates contained in the previous tax regime.”S It is therefore 
reasonable to conclude that the tax reform did not have much 
local ownership. The tax office was not significantly involved in the 


process, nor was there much public exposure. 
Results 
Revenue 


The tax reform was considered a success in increasing non-oil tax 


revenue,” which rose from 5.34 in 1984 to 10.0X of GDP in 1990, an increase 


of more than 8846. It is evident from Figure III.1 that in the years following 


the reform, the tax revenue derived from non-oil sources continued to show 


an upward trend whereas tax revenue flowing from oil and gas appeared to 


decrease. The government can also be seen to start relying more on non-oil 


tax revenue to support its budget (Figure 1I1.2).? In 1996, the proportion of 


non-oil tax revenue to government expenditure reached 5996.“ Therefore, in 


terms of revenue, the tax reform was a success." 
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The main driving force behind the non-oil and gas tax revenue 
increase was VAT. In 1984, the year the new VAT law came into force, sales tax 
contributed only 1.09 of GDP. Seven years after being replaced by the new 
VAT law, sales tax had shown a remarkable increase of 29046, to 3.94 of 
GDP.?82 Although not as strong as VAT, income tax in the period also increased 
by 7596, to 3.446 of GDP. The strong increase in VAT revenue was believed to 
be a result of the simple and uniform VAT system that was applied in 
Indonesia?” The applicable VAT has been the low rate of 1046 since its 
introduction. It is applied to a wide range of goods and services and collected 
through business owners, which are mostly state-owned companies. 
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Figure IIl.2 Non-oil tax revenue to expenditure ratio (1984-1990) 
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The strong revenue performance attributed to the VAT was, however, 
not evident in income tax. In fact, when VAT revenue increased significantly, 
the income tax contribution decreased from 2.496 of GDP in 1983 to 2.0X of 
GDP in 1986, three years after the introduction of the new income tax system. 
In an attempt to increase revenue and induce tax evaders to be taxpayers in 
the new tax system, a tax amnesty was introduced in April 1984 when 
Presidential Decree No 26/1984 came into force. Under this decree, any 
person, registered as a taxpayer or otherwise, was given an opportunity to 
obtain an amnesty for unpaid taxes provided that they registered as a 
taxpayer, lodged a tax return and submitted a balance sheet or list of assets. 
The amnesty included payments for PPD, wealth tax, PPS, Pajak Pendapatan 
Buruh (income tax for salary and wage earners), sales tax and withholding 
taxes (taxes on dividends, interest, royalties). Because the amnesty only 
attracted a small number of persons and therefore was considered a failure,” 
that programme was later extended for another six months.86 
(b) Administration 

On the administrative side, Indonesian tax administration did not 
seem able to show improved administration practice. In addition to VAT 
coordination difficulties, most tax officials were unfamiliar with the overall new 
VAT system. In fact, a degree of resistance was evident and tax officials failed 
to register a sufficient number of taxable entrepreneurs, which was critical for 
the European-type VAT that had been introduced in Indonesia. The bulk of 


VAT revenue at that time was obtained not from such registration but by 
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taxing transactions on most goods and services traded through customs, the 
national oil company (Perusahaan Pertambangan Minyak dan Gas Bumi 
Negara, Pertamina) and other state-owned companies. Gillis noted that 
during the early months of the VAT, although the number of registered 
entrepreneurs approached the anticipated level, more than 6096 did not lodge 
the reguired monthly VAT return. To make matters worse, there was no audit 
conducted on any of these taxpayers.” 

On the income tax side, tax administration showed correspondingly 
poor performance. This made it difficult for the new income tax system to 
support the revenue objectives of the reform. In an attempt to attract more 
taxpayers into the system, the Indonesian government introduced a tax 
amnesty in 1984,88 which was extended later because of the poor acceptance 


369 jt was noted that the tax amnesty was a failure and overall 


among taxpayers. 
administration performance could undermine the credibility of the new 
income tax system.” To alleviate this problem, a joint audit team was formed 
to conduct audits on tax returns showing zero or negative tax liability. This 
joint audit team resulted in significant additional revenue in the form of 
unpaid taxes, penalties and fines. In addition, it provided a lesson that 
significant revenue can be obtained through targeted audit activity. Gillis 
noted that the joint audit might be able to increase compliance, although he 


added that the potential for future audits was uncertain as some members of 


the audit teams were subjected to allegedly false accusations. 
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Heij notes that several factors may have contributed to the low 


performance of the tax administration at that time, including that:”' 


1: 


The tax officials had a lack of the skills needed to cope with the 
new tax legislation. This caused an increase in uncertainty as legal 
problems were not be able to be resolved easily. It also created 
difficulties for tax officials when they had to deal with more highly 
trained tax advisers representing foreign companies. 

As a response to pressure to meet revenue targets, auditors mostly 
directed their efforts into taxpayers claiming tax refunds, as these 
were viewed as reducing tax revenue. As a conseguence, auditing 
activities as part of efforts to curb potential avoidance or evasion 
schemes were not prioritised as such activities tend to be time 
demanding with uncertain additional revenue outcome. 

Most tax officials found it difficult to adapt to the new self- 
assessment system. In the old system, taxpayers were reguired to 
consult the tax office to determine their taxable income. Tax 
officials then calculated the amount of tax that a particular 
taxpayer needed to pay. In contrast, under the new system, tax 
officials were relatively minor involvement in the process. 
Although limiting contact between taxpayers and tax officials 
could be important in preventing fraud, Indonesia was considered 
not to have the necessary conditions for this system to be applied 
successfully. These include a sophisticated information system to 


check the accuracy of information provided by taxpayers in their 
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5: 


6. 


tax returns and access to more information to be used in such a 
system. 
The DGT had a limited number of auditors, most of whom were 
focussing on tax refunds, to deal with the increasing number of 
taxpayers. Worse, their skills were often not sufficient to cope with 
complex taxation issues. This certainly would have limited the 
ability of the DGT to detect evasion. Traditionally, it has been 
argued that the lower the possibility for a taxpayer to be caught 
being dishonest, the more evasion and fraud they commit.”? In 
Indonesia, the chance of being detected was apparently small 
because: 
a. There was a lack of skills in most tax officials. 
b. Certain taxpayers enjoyed protection from the 
government. 
C. Some taxpayers were able to collude with tax officials by 
means of bribery. 
d. The limited amount of information and cross-checking 
mechanisms made some taxpayers difficult to trace. 
There was inadeguate supervision in place to monitor the 
behaviour of tax officials. 
There was rampant corruption within tax administration. A number 


of factors had been suggested as its cause, including low 
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salaries,” insufficient supervision and complexities in the taxpayer 
dispute-resolution process. 
7. There was a lack of information and cross-checking mechanisms. 
Nevertheless, the number of taxpayers rose sharply between 1983 and 
1986. Strong growth too was evidenced in businesses registered for VAT in 


1985-1990.”4 By 31 December 2013, total taxpayers reached 18.8 million. 


C 1990-2001 

Several changes were introduced into Indonesian tax law after 1984. 
The foreign advisers had left Indonesia and there was a degree of confidence 
among Indonesians to amend their own taxation laws. Revenue was strong as 
most government expenditure was supported by non-oil tax revenue (e.g., 
5996 in 1996). In 1990, income tax legislation was amended. Here, one of 
the notable issues was the inclusion of interest on term deposits, which were 
previously untaxed as a result of pressure from financial industries, because 
part of the taxable income was a way to encourage investment through the 
stock exchange. A number of amendments to other tax laws were also 
introduced (Table 111.2). 

Income tax rates were reduced further in the 1994 income tax 
amendment. For individuals, the applicable highest marginal tax rate was 
reduced from 354 to 3096 and for companies, the rate structure was changed 
from a progressive rate structure with a maximum rate of 3096, to a flat rate 


of 3046. This was reduced further to 2896 in 2008 and finally to 2546, a year 
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later. Arguably, this would benefit large companies that were taxed at the top 


rate and disadvantage small businesses. For this reason, the 1994 amendment 


inserted a new article that provided small businesses a 5096 discount on the 


income tax rate that was applicable to them. However, the 2008 income tax 


legislation amendment also further expanded the income tax base by 


inserting a provision to tax the Indonesian Reserve Bank's surplus. This 


strategy of reducing rates on one hand and expanding the tax base on the 


other, seems to be consistent with one used by the HIID advisers in the 1980s. 


Table IIl.2 Tax legislation changes after 1984 reform 


Legislation 


Enacted 


Amended 


1983 


1985 


1997 


1991 1994 2000 2002 2007 2008 2009 


General 
Provisions 
and Tax 
Procedures 


Duty on 
land and 
building 
acguisition 
Tax dispute 
resolution 


Source: Author's compilation 


Another change that can be observed is that the Indonesian 


government began to reintroduce tax incentives starting from the 1994 
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income tax reform.?”” This can be seen, for example, in tax incentives offered 
to those making investments in the eastern part of Indonesia—which was less 
developed compared to the western part of Indonesia—and the controversial 
incentives provided to PT Timor Putra Nusantara to develop a national car. 
Further incentives for certain companies were also introduced in 1995. These 
incentives included a longer period of carry-forward losses, an accelerated 
depreciation and a reduction in withholding tax on dividends. The company 
income tax rate was also lowered to 3096. A 'tax holiday' was reintroduced a 
year later for taxpayers in specific industries. A small number of firms, all 
related to Suharto, had been granted these facilities.? 

The most notable incentive would arguably be that given under the 
national car initiative in 1996.” This initiative provided a legal framework to 
grant significant tax incentives to PT Timor Putra Nasional, a newly established 
company owned by the youngest son of Suharto (Indonesia's president at that 
time) to manufacture an indigenous car in Indonesia.” The facilities granted 
to this company included a significant exemption from import duty on certain 


imported parts and components”' 


and an exemption from sales tax on luxury 
goods that should have been levied at the rate of 6096 on the sale of its 
cars.2 Originally intending to manufacture the cars in Indonesia, the 


company ended up importing built cars from a Korean manufacturer on the 
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383 yhile 


grounds that its manufacturing facilities in Indonesia were not ready, 
at the same time enjoying tax incentives as if the cars were being 
manufactured in Indonesia“ The controversial presidential instruction that 
provided this favourable incentive was scrapped two years later because of 
strong international pressure, mainly from the World Trade Organization, of 
which Indonesia is a member, and the IMF, from which Indonesia received a 


large loan during the economic crisis that began to hit in 1997.2 


D 2001-Now 

Of the three countries mostly affected by the Asian economic crisis of 
1997-1998 (Indonesia, South Korea and Thailand), Indonesia seems to have 
suffered the most, mainly because of corruption, nepotism and collusion that 
was widespread during the Suharto presidential era. As has been noted, 
corruption in the pre-1980 era was rampant, making it difficult for the tax 
office to provide sufficient revenue.?8 While the reform of the 1980s was 
considered a success in terms of revenue, it failed to address administrative 
issues. In fact, most tax officials simply adapted their traditional way of doing 
business to the new legal environment as a result of the reform, so that 
providing extra payments for tax officials was seen as common practice.” The 
main purpose of the reform was the improvement of the tax system as a way 


to increase revenue and place less emphasis on good governance. 8 
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The opportunity to improve the administrative system came when the 
Indonesian government entered into an agreement with the IMF in 2000 that 
gave access for Indonesia to financial assistance. As part of this agreement, 
Indonesia was reguired to overhaul its tax administration. Indonesia was 
reguired to establish an LTO two years later as a way to strengthen its tax 
administration and improve tax revenue collection.””? The move towards an 
LTO is not surprising, as the IMF has played a major role in worldwide LTU 
adoption.” 

A number of factors have been suggested as the drivers behind the 
adoption of an LTU. They include securing revenue: improving the 
management of tax arrears: improving audits: improving taxpayer service 
guality.?? Itis also indicated that an LTU can sometimes be established as part 
of an overall tax administration reform.? In this context, Indonesia seems to 
have used an LTU as a way to optimise revenue collection and undertake a 
pilot project for further reform. Focussing on large taxpayers is also logical as 
most revenue comes from them. Tasked with the management of the 200 
largest taxpayers—95 for LTO I and 105 for LTO II—these two offices were 
responsible for more than 2096 of Indonesia's tax revenue at that time. 

The organisation of the newly established LTO was a departure from 


the rest of the Indonesian tax system. While the other tax offices were 
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organised based on the type of tax, the LTO was organised according to the 
function-based principle.”8 Under this principle, staff are grouped according 
to the processes they perform, such as registration, auditing or information 
processing.” At that time, other parts of the DGT consisted of independent 
offices established to manage different types of taxes.””8 This includes the KPP, 
which was responsible for the management of income tax and VAT, and the 
KP PBB, responsible for the LBT. In addition, there was the Karikpa, which was 
responsible only for tax auditing and Kantor Penyuluhan dan Pengamatan 
Potensi Perpajakan (Tax Counselling Office). 

As noted earlier, the main reason for the introduction of an LTU is to 
secure revenue, which is often accomplished by ensuring taxpayer compliance 
through on-time tax return filing and tax payment.” It is believed that such 
a unit helps increase taxpayer compliance and administrative effectiveness.” 
However, it may fail if the general tax reform agenda is not based on a gradual 
process, strong political will and an emphasis on simplicity.”' 

Once an LTU is functioning well, its design can then be applied 
nationally. It therefore can act as a catalyst for a wider reform process.” This 
is consistent with the result of the IMF's survey that the establishment of an 
LTU can be used as a pilot project before full administrative reform takes 


place This is the approach that was taken in Indonesia. Following the Letter 
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of Intent (Lol) signed by the Indonesian government as part of the IMF's 
restructuring programme, an LTO was formed in 2002 in Jakarta.” Two years 
later, the LTO's organisational design was extended to cover medium-sized 
and small taxpayers with the establishment of an MTO and an STO in the 
Central Jakarta region. 

The results for these pilot offices were promising. They achieved a high 
taxpayer satisfaction score in the AC Nielsen eO survey. The pilot offices 
(LTO, MTO and STO) respectively achieved scores of 81, 78 and 74, which were 
higher than the overall scores for Australia (66), Hong Kong (75) and 
Singapore (76). The survey revealed that the strengths of these offices were 
in their integrity, services, simplicity-efficiency and informational resources. 
They also demonstrated stronger revenue performance than the old-style tax 
offices. The LTO for instance, showed an increase in revenue collection from 
1.544 of GDP in 2002 to 1.804 of GDP in 2003, while revenue of non- 
modernised offices for the same period remained at 7.296 of GDP. Most 
revenue (1.524 of GDP in 2002 and 1.76$6 of GDP in 2003) was from voluntary 
payments. The LTO's revenue continued to grow, reaching 2.344 of GDP in 
2005. In contrast, non-modernised office showed a decrease from 7.246 of 
GDP in 2003 to 4.146 of GDP in 2005. It was thus concluded that the increase 
in compliance that led to the revenue rise at these offices was mostly 


associated with the administrative reform.” 
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INI SELF-ASSESSMENT SYSTEM IN INDONESIA 


The legal foundation of taxation in Indonesia can be traced back to 
the Indonesian constitution. Article 23A of the Indonesian constitution 
provides that: 

Pajak dan pungutan lain yang bersifat memaksa untuk keperluan 

negara diatur dengan undang-undang. 

(All taxes and other levies for the needs of the state of a compulsory 

nature shall be regulated by law.). 

In essence, this article suggests that the government should not 
impose regulations that may increase the burden on its constituents without 
permission from Indonesian citizens through their representatives in the 
parliament. In this case, this article expects that members of the parliament 
408 


will pursue the best interests of their constituents. 


Under the mandate of this article, several tax laws have been enacted, 


including: 
1. KUP law 
2. income tax law 
3. VAT law 
4. LBT law 
5. stamp duty. 


In article 1 number 1 of the KUP law, tax is defined as: 
kontribusi wajib kepada negara yang terutang oleh orang pribadi atau 


badan yang bersifat memaksa berdasarkan Undang-Undang, dengan 


408 AM Fatwa, Potret Konstitusi Pasca Amandemen UUD 1945 (Penerbit Buku Kompas, 2009). 


127 


tidak mendapatkan imbalan secara langsung dan digunakan untuk 

keperluan negara bagi sebesar-besarnya kemakmuran rakyat 

(compulsory contribution to the state payable by individuals or other 

legal entities that is legally enforceable under the law, without direct 

benefits and is used to finance the state's expenses for the maximum 
benefits of the people). 

The term compulsory contribution has the conseguence that a certain 
measure of collection from those obliged to pay is reguired. Taxes can be 
collected in several ways: 

1. Taxpayers calculate and pay their tax payable. Tax officials' roles 

are limited to monitoring activities. 

2. Taxpayers coordinate with tax officials to determine their tax 
payable. This coordination can take the form of lodgement of a 
simple or comprehensive notification to tax officials. However, the 
amount of tax payable is calculated by tax officials. 

3. Tax officials calculate tax payable without the involvement of 
taxpayers. 

The Indonesian taxation system before 1967 used the latter two 
approaches. On 26 August 1967, Law No 8/1967 introduced the self- 
assessment system to the Indonesian Income Tax 1944, Wealth Tax 1932 and 
Corporation Tax 1925 laws. The self-assessment system was named 
Menghitung Pajak Sendiri (MPS, Calculating My Tax) and Menghitung Pajak 
Orang lain (MPO, Calculating One's Tax). MPS meant that the tax was 
calculated and paid by the taxpayer whereas MPO was to a system in which 


taxes were calculated and paid by a third party. 
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The tax collection system currently applied in Indonesia is not a pure 


self-assessment system, but a blend of several systems that include: 


1 


An official assessment system where tax payable is calculated by 
tax officials and only payable when an assessment letter is issued. 
This, for instance, occurs with LBT oras a result of an audit. 

A self-assessment system where tax payable is calculated and paid 
by taxpayers. For example, this is used for income tax paid under 
article 25 or 29 of the income tax law. 

A withholding system where tax payable is calculated and paid by 
neither the taxpayer or tax officials. In this case, tax payable is 
calculated and paid by a business partner in a business transaction, 
for example. Taxpayers then later may claim such payments as tax 


credits in their tax return. 


Taxpayers' activities in the self-assessment process as applied in 


Indonesia cover the following: 


1. 
2: 


5. 
6. 


registering for income tax or VAT purposes 

calculating tax payable 

calculating tax to be paid taking into consideration tax already 
paid (tax credit) 

paying or depositing tax payable 

lodging a tax return 


deregistering as a taxpayer for income tax or VAT purposes. 


The process of the self-assessment system was presented in Chapter 


Iland is reproduced here as Figure III.3. 
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Figure IIl.3 Self-assessment system in Indonesia 

A Registration 

As can be seen in Figure III.3., a person who satisfies subjective and 
objective reguirements must register as a taxpayer and obtain an NPWP from 
the tax office. Such reguirements can be found for instance in the income tax 
law. Here, a person satisfies a subjective reguirement if that person stays in 
Indonesia for more than 183 days in a given financial year: a company satisfies 
a subjective reguirement if it is incorporated in Indonesia.” For a foreign 
entity, subjective reguirements will be satisfied if that entity conducts a 


business in Indonesia through a permanent establishment”"? or if not, may 


409 See income tax law article 2 paragraph (3) part a for individuals and part b for companies. 


410 Article 2 paragraph (4) part a of the income tax law. 
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receive an Indonesian-sourced income" 


Another reguirement to be a 
taxpayer is an objective reguirement, which will be satisfied if, for example, a 
person receives a taxable income. Once these subjective and objective 
reguirements are met by a person, that person is legally reguired to register 
as a taxpayer and obtain an NPWP.''2 A person who is legally reguired to 
register as a taxpayer but deliberately fails to do so may face a criminal penalty 


in the form of imprisonment and monetary penalty.”' 


B Bookkeeping 

Once a person is registered as a taxpayer, that person is reguired to 
calculate, pay their tax payable and then report it in a correct, complete and 
clear manner'" To be able to do so, a taxpayer who owns a business must 
maintain the necessary financial records." This can be in the form of a 
financial statement or, for certain taxpayers, a simple record of monthly 
turnover. An example of taxpayers who are only reguired to maintain a 
simple record of monthly turnover is individuals whose business has an annual 
turnover not higher than IDR 4.8 billion («AUD 484,600)" In all cases, such 
records must be kept for 10 years in Indonesia.” 

A taxpayer who is reguired to maintain honest financial records but 
deliberately fails to do so may be imprisoned for a period of six months to six 


years and incur a monetary fine of between two and four times the amount 


41 Article 2 paragraph (3) part b of the income tax law. 

412 Article 2 paragraph (1) KUP law. 

43 Article 39 paragraph (1) KUP law. 

414 Article 3 paragraph (1) KUP law. 

M5 Article 28 paragraph (1) KUP law. 

416 Article 28 paragraph (2) KUP law. 

417 Article 1 Minister of Finance Regulation No PMK 197/PMK.03/2007. 


418 Article 28 paragraph (11) KUP law. 
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of the unpaid tax.” In addition, if during an audit itis revealed that a taxpayer 
had not maintained the necessary financial records, they will incur a penalty 
of 5096 of the underpayment”?? or 10046 of the unpaid tax, if it is withheld by 


a third party.?' A 10096 penalty also applies to unpaid VAT.4?2 


C Payment 

Taxpayers use information obtained from financial records to calculate 
and pay tax payable. The amount of tax to be paid must be calculated in 
accordance with the applicable legislation without the need for a formal tax 
assessment notice to be issued by the tax office.” The payment must be 
made on a day that is no later than a certain day specified by the Minister of 
Finance. This date is set at a maximum of 15 days after a taxable period 
ends.4 For this purpose, the Minister of Finance has set various dates that 
determine the maximum period of tax payment. For example, monthly 
prepayment of income tax must be made no later than the fifteenth day after 
a taxable period ends.'? Another example can be found in article 2A Minister 
of Finance Regulation No PMK-80/PMK.03/2010 where a VAT payment must 
be made by ataxable entrepreneur before the VAT return is lodged at the end 
of the next taxable period. In addition, if a taxpayer at the end of a financial 
year lodges an income tax return stating underpayment, that underpayment 


must be paid before the tax return is lodged, which is usually due by either 31 
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March or 30 April.26 A payment made after these dates attracts penalty 
interest of 256 per month.” 
D Reporting 

Once payments have been made, taxpayers lodge a signed tax return 
in a correct, complete and clear manner, either annually (for income tax) or 
monthly (for VAT).?8 The amount of tax reported in a tax return must be 
calculated in accordance with the applicable tax legislation.”?” If the tax office 
finds evidence that a particular taxpayer has not calculated and paid their tax 
payable in accordance with the applicable rules, the law grants the tax office 
the authority to calculate the correct amount of tax payable.”? The tax office 
has five years to issue a Notice of Tax Underpayment Assessment in such a 
case. Depending on the circumstances, a penalty of 296 interest per month 


1,82 ora 504 or 


for the maximum period of 24 months on the underpaymen 
10096 increase may be applicable."? Once the five-year period has elapsed, 
the temporary assessment becomes permanent if the tax office does not issue 
any tax assessment. However, if a tax crime has been committed under a 
definite court verdict, a Notice of Tax Underpayment Assessment can still be 


issued even though the five-year period has elapsed.”" 
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Article 3 paragraph (3) KUP law then provides that for income taxation, 
a tax return must be lodged no later than three months (for individual 
taxpayers) or four months after the end of a financial year (for other than 
individual taxpayers). Since a financial year in Indonesia corresponds with the 
Roman calendar, which runs from 1 January to 31 December,”$ individuals 
must lodge their tax return no later than 31 March or, for other than individual 
taxpayers, 30 April. This time limit can be extended to a maximum of two 


months.” 


E Audit and Penalties 

For those who fail to comply with reporting reguirements, a penalty of 
IDR 500,000 (-AUD 50.38 on 12 February 2015) for VAT return, IDR 100,000 
(“-AUD 10.08) for individual taxpayers and IDR 1,000,000 (-AUD 100.75) for 
other than individual taxpayers applies.” Tax returns that have been lodged 
can be amended by ataxpayer as long as an audit on that return has not been 


conducted.” 


Ifa taxpayer failstolodgeatax return, and it is the first time for 
such failure, a penalty of 2004 of tax payable, in addition to tax 
underpayment, must be paid.“? This penalty also applies for a tax return that 
does not reflect the taxpayer's actual condition. However, if that taxpayer 
commits the aforementioned failures for a second time, this constitutes a 


criminal offence incurring penalties in the form of imprisonment or monetary 


penalty.4! Harsher punishments may be applied in the form of a higher 
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monetary penalty and longer period of imprisonment if the taxpayer commits 
the failure for a third time. If, less than one year after completing payment 
of their criminal penalty, that taxpayer commits the same offence again, the 
criminal penalty to be imposed will be doubled.”? 

Itis also possible for a taxpayer to overpay their taxes. For example, a 
taxpayer is reguired to prepay their income tax on a monthly basis." Such 
prepayment is calculated based on the previous year's tax payable. If their 
previous year's taxable income is higher than the current year's income, their 
prepaid tax (i.e., their tax credit) will also be higher than what they actually 
owe. In this case, that particular taxpayer in their income tax return will state 
that their taxes are overpaid and may reguest a refund.” The tax office will 
then conduct an audit to determine if that claim is correct.“ If it is, a tax 
overpayment assessment letter will be issued once the audit has been 
completed.“” This audit must be completed within 12 months“? and the 
overpayment refund must be made no later than one month after the audit 
has been completed.? 

An audit can be aimed at examining taxpayer compliance, as in this 
case, or for other purposes.”” To examine compliance, an audit can be used 


to assess the accuracy of information contained in tax returns, financial 
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records or tax payments. In this context, a mandatory audit must be 
conducted when an overpayment is claimed by a taxpayer.”' Such 
compulsory reguirement, however, is not necessary in other cases. These non- 
compulsory audits include, for example, risk-based audits on certain types of 
taxpayers or those who change their accounting method or accounting 
period.” 

Ifan audit produces a result that a tax is underpaid, then a Notice of 
Tax Underpayment Assessment is issued. This usually prompts a tax collection 
activity. A taxpayer, however, may challenge that assessment through an 
objection process, which will be administered by the tax office. If the taxpayer 
finds that the result of the first process is unfavourable, an appeal may be 
lodged in the tax court." In addition, a taxpayer may lodge a lawsuit against 
an unlawful notice of tax assessment or Decision on Objection.” In case of a 
tax crime, the procedure generally follows the criminal law prosecution 
process, administered by a district court with the potential to proceed to the 
Supreme Court. 

It should be noted that to be eligible for an appeal, a taxpayer must 
pay the tax payable up to the amount that is agreed by that taxpayer.”” If the 
appeal process results in a tax refund, after taking into account the already- 
paid tax, in addition to the refund, that taxpayer will also receive 246 interest 


per month for a maximum of 24 months.” The 296 monthly interest is also 
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received by a taxpayer who claims for a tax refund if the tax office fails to 


complete the refund process in the specified time,” which is either three” 


or twelve””? months depending on the tax assessment type. 


IV ORGANISATIONAL STRUCTURE 


A Pre-1983 


Although accessing sources that provide a complete description of the 


organisational structure of the tax office in the pre-1983 era is difficult, in 


general terms, it was found that the DGT was originally a collection of several 


agencies. This includes: 


1. 


Jawatan Pajak (taxation agency), responsible for levying taxes. This 
agency was originally formed by the Dutch administration under 
the Departemen Van Financien./89 Later, the tax office was put 
under the Zaimubu during the Japanese era. 

Jawatan Lelang (auction agency), responsible for auctioning assets 
acguired as part of tax dispute settlements. 

Jawatan Akuntan Pajak (tax accountant agency), responsible for 
conducting tax audits. 

Jawatan Pajak Hasil Bumi (land taxation agency), responsible for 
levying taxes on land. This agency was initially under the Direktorat 
Jenderal Moneter (monetary directorate general) and was 


transferred to the tax office in 1976.” 
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There were also regional offices referred to as Kantor Inspeksi Pajak 
Daerah (tax inspection offices) in Jakarta, Sumatra, Java, Kalimantan and 
eastern Indonesia. During early independence, in 1951, it was decided that 
the tax office was to be coordinated by the Direktur luran Negara (state 
contribution director) in the Minister of Finance. It was in 1966 that the tax 


Office assumed the name, the DGT.82 


B 1983-2006 

As mentioned earlier, the tax reform initiated in the early 1980s 
marked a significant change in the DGT's organisation. The main change 
introduced in terms of tax administration was the introduction of the self- 
assessment system. Whereas in the previous era, the tax office was known as 
Kantor Inspeksi Pajak Daerah (tax inspection office), after this reform, it was 
changed to the KPP. The change from inspeksi (inspection) to pelayanan 
(service) portends the move towards a self-assessment system, which was one 
of the main focusses of the 1980 reform. This system had been recommended 
for developing countries with relatively weak and understaffed tax 
administration, although interestingly, this was not a precondition for 
improved taxpayer compliance and efficient administration. This era also 
saw the change of property tax from the IPEDA (contribution for regional 
development) to the LBT454 and the introduction of the Bea Perolehan Hak 
atas Tanah dan Bangunan (DLBA),””? which has become part of local taxes 


administered by either a district or municipal government.“ 
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In this period, the DGT used the type-of-tax organisational structure. 
Alink and van Kommer argue that this organisational structure has both 
advantages and disadvantages.”' On one hand, it is able to group taxpayers 
of similar characteristics and facilitates a good understanding of a tax system 
for a particular tax type. It also promotes the integration of different functions 
(such as registration, auditing and collection) into a single department. 
However, it suffers from inefficiency and tends to be more expensive as there 
are redundancies of functions in each department. Taxpayers are also 
disadvantaged as they have to make multiple contacts with different parts of 
the tax office with possibly different reguirements and procedures, leading to 


higher compliance costs. 


467  Alink and Kommer, above n 120. 
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KPP Hares Karikpa 


(Tax Office) 


(Land and Building 


Tax Office (Tax Auditor Office) 


Sub Bagian Umum (general services Sub Bagian Umum (general services Sub Bagian Umum (general services 
division) division) division) 


Pengolahan Data dan Informasi Pengolahan Data dan Informasi Tata Usaha Pemeriksaan 
(data and information division) (data and information division) (auditing administration division) 


Penerimaan dan Keberatan Penerimaan Pemeriksa pajak 
(revenue and appeal division) (revenue division) (tax auditor) 


Tata Usaha Perpajakan Penetapan 
(tax administration division) (tax assessment division) 
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Pendataan dan Penilaian 
(data collection and valuation 
division) 


PPh Orang Pribadi 
(personal income tax division) 


PPh Badan Penilai properti 
(corporate income tax division) (property valuer) 


Pemotongan dan Pemungutan PPh 
(wittholding tax division) 


PPN dan PTLL 
(VAT and indirect taxes division) 


Verifikatur dan juru sita 
(tax verificator and tax collector) 


Figure IIl.4 DGT organisational structure88 


In this period, there were different types of office for each tax type 
(Figure 1!l.4)4$? Income tax and VAT were administered by the KPP, whereas 
LBT and DLBA are administered by the KP PBB. In addition, there is the Karikpa, 
which handles tax auditing. 

Interestingly, the KPP also had the authority to verify the accuracy of 
tax returns lodged by taxpayers (referred to as the verification process), which 


duplicated the Karikpa's function of auditing taxpayers. Taxpayers could be 
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even more disadvantaged if the KP PBB were to step in, in relation to LBT 
payments. Hence, for taxation purposes, a particular taxpayer may have had 
to face three different offices. This clearly illustrates the duplication of 
functions, as described by Alink and van Kommer, which is inherent in this 
organisational type”? This was one of the reasons for the organisational 
change introduced in the tax administration reform project, as discussed in 


the following section. 


C 2006-Now 

As noted in Chapter I, a significant change in the tax administration 
reform pilot project was the introduction of a function-based organisational 
structure. As discussed in Chapter II, this new organisational structure was 
aimed to reduce duplication of functions found in the existing organisation. 
This was believed useful for improving taxpayer compliance, as it would make 
it easier for them to deal with the tax office. In that project, the LTO was 
basically organised as shown in Figure III.5. 

The organisational structure described here generally was consistent 
with the organisation of the self-assessment system described in Figure II.2 in 
Chapter II (and reproduced in Figure 1II.3). For example, a taxpayer-to-be 
registered for an NPWP at the tax office through the taxpayer services 
division. They also lodged a tax return or other documents, such as appeal 
documents, through this division. Once they were registered as a taxpayer, 
they received tax guidance—for instance on how to do bookkeeping—and 
updates from their respective AR. These representatives were part of the 
taxpayer consultation and supervision division. They were also responsible for 


evaluating tax returns lodged by taxpayers and acted as the first gatekeepers 


410 Alink and Kommer, above n 120. 
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for non-compliance detection. Any possible fraud detected at this stage was 
communicated with the taxpayer, with the possibility for the process to be 
transferred to tax auditors for more serious infringements. Administratively, 
this process was handled by the tax auditing division while the audit itself was 
handled by tax auditors. This process gave rise to tax assessment documents, 
which fell under the responsibility of tax collectors, who were coordinated by 
the tax collection division, for collection of any additional tax payable that 


could result from the audit (Figure 111.3). 
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Figure III.5 Pilot office organisational structure: LTO4! 


The organisation of the MTO and the STO generally followed a similar 
fashion. The main difference, in addition to the size of taxpayers being 
administered, was that the STO was tasked with administering individual 


taxpayers, in addition to small-sized corporate taxpayers. It was also reguired 


AN Minister of Finance Regulation No 65/KMK.01/2002 
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to extend the tax base by registering new taxpayers, individual or otherwise. 
Thus, a new division named Seksi Ekstensifikasi Perpajakan (taxpayer 
extensification division) was added to the organisational structure of the STO 
(article 37 Minister of Finance Regulation No 254/KMK.01/2004).”? It also had 
four separate taxpayer consultation and supervision divisions to cover the 
wider geographical area and larger number of taxpayers that it needed to deal 


with (Figure III.6). 
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Figure III.6 Pilot office organisational structure: STO43 


This pattern was then applied nationally, as briefly discussed in 
Chapter I. There were several changes in this context. One notable change was 
the separation of the AR role into two distinct groups: those with the 
responsibility for providing services to taxpayers and those tasked with 
taxpayer supervision.”'1 The first group was coordinated under the taxpayer 
consultation and supervision division I, while the latter was shared among the 
remaining divisions.”? Other minor changes included the addition of an 


internal supervision role to the general services division and the addition of a 


472  Minister of Finance Regulation No 254/KMK.01/2004. 
43 Ibid. 

474  Minister of Finance Regulation No 79/PMK.01/2015. 
475  Minister of Finance Regulation No 206.2/PMK.01/2014. 
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new responsibility for taxpayer education to the taxpayer extensification 
division. 

Both the MTO and STO now are generally under the coordination of a 
particular regional tax office. Taxpayers registered at the MTO are generally 
selected from those initially registered at the STO. Once a certain threshold is 
passed, a particular taxpayer will then be transferred from the STO to the 
MTO. This criterion generally is based on the amount of tax payments (8096 
of weight) and annual turnover reported in the tax return (2096 of weight). 
Setting this criterion aside, the DGT retains the right to register a certain 
taxpayer in a particular tax office. 

This basically has the conseguence that it is possible for a taxpayer to 
be registered at the STO and then be transferred to a different type of tax 
office, such as the MTO, provided that the criteria are satisfied. If they are 
transferred but no longer satisfy the criteria, such taxpayers can revert back 
to the STO where they were initially registered. Director General of Taxes 
Regulation No Per-15/PJ/2016 provides that a taxpayer's position will be 
assessed no longer than five years—but this may be as soon as three years if 
considered necessary (article 9 sub section (2) part (c))—after the last time 
that the taxpayer's position was evaluated (article 9 sub section (2) part (a)).”8 


Such back-and-forth movement may increase taxpayers' compliance costs. 
V  REVENUE PERFORMANCE 


This section provides a description of tax revenue in the period 2004- 


2016. Overall, it can be seen that in this period, taxation continues to be the 


47 Ibid. 
477 Director General Regulation No 28/PJ/2012. 
488 Director General Regulation No 15/PJ/2016. 
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main contributor of the total revenue in Indonesia, averaging more than 6056, 
and seems likely to remain at a similar state in the future (see Figure 1.5, 
reproduced here as Figure III.7). This trend generally builds on the fact that 
taxes have been designed to be the main source of revenue since the 1984 
tax reform, when the Indonesian Government was realised that oil and gas 
revenue, which traditionally was the main source of income, would eventually 


no longer be sustainable. 
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Figure IIl.7 Tax revenue contribution towards total revenue (2004-2016) 


Table III.3 Tax revenue composition in percentage (2004-2016) 

d DN kte) - fee) » kl — N kar) bai DD kie) 

Tax type Ss IisisisisisisIisiSisisisis 
N N N N N N N N N N N N N 

DLBA'! 1 1 1 1 1 1 1 0 0 0 0 0 0 
Income tax2 40 | 47 | 46 | 46 1 44 | 49 | 48 | 48 | 46 | 45 | 47 | 52 | 57 
Income tax? 10112 112110113 | 9 9 110110|101| 9 5 3 
LBT4 5 5 6 6 4 4 3 3 2 3 2 


479 This chart is based on data obtained from Government of Indonesia financial report (audited) from 


2014 to 2017. The 2017 report is not available at the time of writing. 
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Other taxes 1 1 1 1 1 1 1 1 1 1 1 1 1 

VAT and 

STLG 43 | 34 | 34 1 36 1 37 | 35 | 37 1 37 | 40 | 42 1 42 | 40 | 37 
10 1 10 1 101 101 101 10 | 101 10 | 10 101 10 | 10 | 10 

Total 0 0 0 0 0 0 0 0 0 0 0 0 0 

' Duty on land and building acguisition (became local tax in 2011) 

2? Non-oil and gas 

3 Oil and gas 

4 Land and building tax 


Income tax as shown in Table 1II.3, a combination of oil and gas and 
non-oil and gas based, is the main contributor of revenue, followed by VAT 
and sales tax on luxury goods. Smaller taxes such as Duty of Land and Building 
Acgyuisition and Land and Building Tax levied outside plantation, mining and 
forestry, are transferred to local governments and thus do not show in this 
figure in the period after 2010. 

What is interesting is that while Indonesia's GDP seems to grow at an 
average rate of approximately 546 during 2004-2016, tax revenue does not 
follow a similar growth trend. In fact, tax revenue gromth is in a declining state 
after a sharp increase in 2008 (Figure III.8), which is possibly due to the tax 


amnesty programme in that year. 
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Figure 1II.8 Tax revenue and GDP growth (2005-2016)48 


Similarly, the tax revenue-to-GDP ratio shows a declining pattern. 
Despite the continuing increase in GDP, the share of tax revenue to GDP 
seems to be declining over time (Figure 111.9). What can be inferred here is that 
while the tax base continues to grow, tax revenue surprisingly declines. A 
number of factors may contribute to this decline. For example, OECD noted 
that in 2015, there was a general declining pattern in the tax-to-GDP ratio of 
several Asian countries such as Indonesia, Kazakhstan and Malaysia. This 
decline was largely driven by the decrease in corporate tax revenues as well 


as in revenues from specific sources such as excises, customs and export 


480 This chart is based on data obtained from the World Bank's World Development Indicator and the 


Government of Indonesia financial report (audited) from 2014 to 2016. The 2017 report is not available 


at the time of writing. 
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duties. 


481 Moreover, compared with neighbouring countries, Indonesia's tax 


revenue-to-GDP ratio seems to be lower as well (Figure 111.10). 
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Figure III.9 Tax revenue-to-GDP ratio (1972—2016)482 


481 


482 


OECD, Falls in Tax Revenue Weaken Domestic Resource Mobilisation In Developing Asia (20 July 2017) 
« https://www.oecd.org/indonesia/revenue-statistics-in-asia-2017-falls-in-tax-revenue-weaken- 
domestic-resource-mobilisation-in-developing-asia.htm». 

This chart is based on data obtained from the World Bank's World Development Indicator and 


Government of Indonesia financial report (audited) from 2014 to 2016. 
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Figure III.10 Tax revenue-to-GDP ratio (2008-2015): South East Asia comparison#88 


is 


Another important indicator often used by economists in this regard 


tax buoyancy. This indicator basically refers to the measure of how tax 


revenues vary with GDP.“ It measures the responsiveness of tax revenue to 


the combined changes of income and other discretionary changes such as 


changes in tax rates, tax base or tax administration.” The base to be used as 


the denominator is normally GDP in real terms, although other bases, such as 


consumption level, are also possible.” As a result, tax buoyancy reflects the 


responsiveness of tax receipts to economic growth.” The Indonesian tax 


483 


484 


485 


486 


487 


This chart is based on data obtained from the World Bank's World Development Indicator. 

Vincent Belinga et al, "Tax Buoyancy in OECD Countries' (2014) IMF Working Paper No 14/1170. 

Jonah P. Tibubos, 'Buoyancy and Elasticity of the Income Tax: 1998-2007' (2009) XXI(I) NTRC Tax 
Research Journal 1. 

Jonathan Haughton, 'Estimating Tax Buoyangy, Elasticity and Stability' (1998) African Economic Policy 
Paper Discussion Paper No 11. 

Jane H Leuthold and Tchetche N'Guessan, "Tax Buoyancy vs Elasticity in Developing Economy' (1986) 
BEBR Faculty Working Paper No. 1272. 
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buoyancy, calculated over several five-year periods by regressing the log of 
tax revenue on the log of GDP, is presented in Figure 1II.11. 
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Figure III.11 Tax buoyancy in Indonesia (2008-2016)488 


It can be seen in Figure III.11 that tax buoyancy in Indonesia between 
2008 and 2016 is in a declining state, which indicates the weak ability of the 
Indonesian tax authority to translate the overall improved Indonesian 
economy into tax revenue. This is consistent with the decreasing tax-to-GDP 
ratio at a time when the GDP is consistently increasing (Figure 111.9). This can 
explain the failure of the Indonesian tax authority to meet its tax revenue 
targets in the last few years (Figure III.12), although one may guestion how 


these targets are set.” 


488 This chart is based on data obtained from the World Bank's World Development Indicator and the 
Government of Indonesia financial statement (2004-2016). 
489 The tax revenue target is codified in a legislation set annually. As such, it is a result of a political 


process that reflects a compromise between the Indonesian government and the parliament. 
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Figure III.12 Tax revenue to target ratio (2004-—2016)4” 
VI  CONCLUSION 


This chapter has highlighted the working condition of the tax 
administration in Indonesia. Arranged chronologically, it outlines two distinct 
themes: the legal system of the tax system and the organisation of the tax 
authority tasked with enforcing that system. The first theme describes the 
development of the legal environment of the tax system that has been applied 
in Indonesia, using the tax reform that took place in 1984 as the benchmarking 
point. It can be seen here that the Indonesian taxation system has changed 
over time from the official assessment system inherited from the Dutch 


colonial administration to the self-assessment system initially applied in the 


490 This chart is based on data obtained from the Government of Indonesia financial statement (2004- 


2016). 
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1984 tax reform. The organisation tasked with the implementation of that 
legal system, which acts as the second theme in this chapter, has changed 
over time as well. It changed from a type-of-tax system mainly focussing on 
an enforcement approach, to a function-based approach focussing on 
treating taxpayers as clients. These changes reflect the changing nature of 
how the Indonesian tax authority views taxpayers and seems to be in line with 
the mainstream ideas developed in the contemporary literature, as outlined 
in detail in Chapter II. 

The next chapter deals with the approach taken in this book to address 
the guestions proposed in Chapter I: and how the changes outlined in this 


chapter appear to be unable to deliver tax revenue currently reguired. 
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CHAPTER IV 


RESEARCH METHODOLOGCY 


CHAPTER IV 
RESEARCH METHODOLOGY 


I INTRODUCTION 


Research methods are mere servants ... in a study. (David Silverman)”” 


This chapter details the methodological approach followed in this 
study. It begins with a general description of the epistemological foundation 
and then moves on to the methodological approaches selected for this study. 
Afterwards, a more detailed technical discussion of the research strategy is 
presented. This includes participant selection, data collection strategy and 
data analysis. 

The approach taken in this study—mainly as a result of the chosen 
methodology—is that data analysis took place at the same time as data 
collection. Thus, subseguent data collection was driven by the results of the 
analysis of data collection undertaken previously. However, for illustration 
purposes in this chapter, data collection and analysis are described 
chronologically. The chapter concludes with a discussion regarding rigour and 


the strategy used in this book to maintain it. 
1 RESEARCH HIERARCHY 


It is recognised in the literature that tax administration and compliance 


are related to cultural issues. Yong and Martin, for example, find that in New 


AN David Silverman, Doing Gualitative Research (SAGE Publications Ltd, 4th ed, 2013). 
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Zealand, the same cultural trait of collectivism has different effects on tax 
compliance for Asian and Pacific/Maori taxpayers.”' For New Zealand 
taxpayers who belong to the Asian ethnic group, collectivism has enabled 
them to pay taxes on time. This primarily is because of the existence of ready 
financial assistance from their community to assist them with tax payments 
should the need arise. Further, fear of being shamed in their group as a result 
of failure to pay taxes ensures these taxpayers keep accurate records. In 
contrast, for Maori/Pacific taxpayers, collectivism can hamper payment of 
taxes as these taxpayers place more emphasis on the needs of the group. As 
such, there is often cash shortages in their businesses as a result of the 
contributions they make to their group's finance, which adds to their 
difficulties in paying taxes on time. 

It can be seen here that because of differences in culture, the same 
trait of collectivism, in term of paying taxes, can be both advantageous (for 
Asian) and detrimental (for Maori/Pacific) taxpayers. This kind of relationship 
makes it problematic for policy makers to adopt a universal approach. For 
example, it cannot be assumed that just because a penalty system works fine 
in the US, it will work just as well in other countries, because cultural 
differences matter. 

Recognising this, it was decided that this research should begin by 


taking an interpretivist worldview (Figure IV.1). This is because this worldview 


492 Sue Yong and Fiona Martin, "Tax Compliance and Cultural Values: The Impact of "Individualism and 
Collectivism" on the Behaviour of New Zealand Small Business Owners' (2016) 31(2) Australian Tax 
Forum 289. 

498 George T. Tsakumis, Anthony P. Curatola and Thomas M. Porcano, 'The Relation Between National 

Cultural Dimensions and Tax Evasion' (2007) 16(2) (2007/01/01/) Journal of International Accounting, 


Auditing and Taxation 131. 
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sees reality not as a universal structure but rather, it is to be interpreted within 
its context. In other words, reality is seen as individualised rather than 
universalised. The researcher's job is to interpret data presented by the 
participants and generate a theory—or pattern of meanings—from these 


data”? 


Research paradigm Research methodology Research method 


Interpretivist 


Ouvalitative 


Grounded theory 


Data collection instrument Data collection technigue 


Human 
Electronic recorder 


e Interviews 
# Archives 


Pencil and paper 


Figure IV.1 Research hierarchy””$ 


This paradigm fits with the research guestions outlined in Chapter I, 
which seek to uncover participants' views of effective tax administration in 
Indonesia. These participants were the experts in this study because of their 
first-hand experience working as part of the pilot project, as tax officials or 
simply because of their continuing interaction with the DGT. The researcher 
thus only attempted to interpret their experience to produce a set of 
interrelated concepts that explain the phenomenon being studied 
(formulated as research guestions in Chapter I). More detailed discussion on 


this matter is presented in Section IIA. 


494  Uwe Flick, An Introduction to Gualitative Research (SAGE Publications Ltd, 4th ed, 2009). 
495 John W Creswell and J David Creswell, Research Design: Gualitative, Guantitative, and Mixed Methods 
Approaches (SAGE Publications, 5th ed, 2018). 
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The choice of the interpretivist worldview in this research informs the 
use of a gualitative methodology.'” Following this approach, the researcher 
examines the research topic from the participants' perspectives—as they are 
the ones who have first-hand experience of the topic being studied—and 
attempts to make discoveries that contribute to the development of empirical 
knowledge (further discussion is presented in Section II.B.)488 Most data under 
this methodology, in the context of this research, were collected via in-depth 
interviews or document archives, some of which were provided by the 
participants (discussed in Section II.C.3). The researcher categorised and 
organised these data bottom up to inductively formulate more abstract 
themes,” following the steps prescribed in the grounded theory method as 
the main research method (discussed in Section II.C.4). This particular method 
was chosen because of its emphasis on building theories with practical 
applications:” thus, it was suitable for the aim of this research to make a 
practical contribution (explained in Chapter I). The overall strategy followed 
in this research in doing gualitative methodology is presented in Section II.C. 

In grounded theory, researchers work back and forth between themes 
and raw data until they arrive at a comprehensive set of themes (discussed in 
Section II.C.4). A researcher therefore works deductively to continuously check 
the emerging themes with the underlying data. This sometimes leads to more 


participants being recruited,””" a process often referred to as theoretical 


497  Creswell and Creswell, above n 495, 7. 


498 Juliet M. Corbin and Anselm L. Strauss, Basics of Gualitative Research: Technigues and Procedures for 


Developing Grounded Theory (SAGE Publications, Inc, 3rd. ed, 2008). 
499  Creswell and Poth, above n 140. 
500 Glaser and Strauss, above n 133. 


501 Creswell and Creswell, above n 495, 181. 
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sampling (discussed in Section II.C.2.). To this end, the researcher consults with 
participants so that they have the opportunity to contribute to the emerging 
themes and at the same time, add to the rigour of the research (discussed in 
Section III). 

The following sections discuss the issues touched on briefly above in 


more detail, starting with the choice of research paradigm. 


A Research Paradigm 

Kuhn sees a paradigm either as an 'entire constellation of beliefs, 
values, technigues, and so on shared by the members of a given community' 
or 'as shared examples'.”2 Guba, on the other hand, refers to a paradigm as 
'a basic set of beliefs that guides action, whether of everyday garden variety 
or action taken in connection with a disciplined inguiry'”& Similarly, Creswell 
and Creswell view a paradigm—they call it a 'worldview'—as a 'general 
philosophical orientation about the world and the nature of research that a 
researcher brings to a study'”“ It is basically 'a set of basic and taken-for- 
granted assumptions”S that a researcher adopts.””S A paradigm can be 


viewed as a set of examples or model to be followed or a recognised system 


502 Thomas S. Kuhn, The Structure of Scientific Revolutions, with an introductory essay by Ian Hacking 


(Chicago: University of Chicago Press, 4th ed, 2012). 
508  Egon G Guba, 'The Alternative Paradigm Dialog' in Egon G Guba (ed), The Paradigm Dialog (SAGE 
Publications, 1990) 17. 


504 Creswell and Creswell, above n 495, 5. 


505 Mark Saunders, Philip Lewis and Adrian Thornhill, Research Methods for Business Students (Harlow 
Pearson Education, 7th ed, 2016). 
506 Alexander M Clark, 'The Oualitative-Ouantitative Debate: Moving from Positivism and Confrontation 


to Post-Positivism and Reconciliation' (1998) 276) Journal of Advanced Nursing 1242. 
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507 It starts with what Kuhn calls 'normal science', which 


of doing things. 
generally refers to research based on previous studies acknowledged as 
providing a basis for further enguiry.” The choice of paradigm can fall at any 
point between positivism and non-positivism (Figure IV.2).09 These are 


discussed further in the following sections. 


POSITIVISM NON-POSITIVISM 
Legal positivism Interpretivism 
Post-positivism Critical theory 
Legal post-positivism Participatory theory 
Structuralism CRITICAL REALISM Symbolic interactionism 
Post-structuralism PRAGMATISM Postmodernism 
ANARCHY 


Figure IV.2 Research paradigm continuum”'? 


1 Positivism 
(a) General Principles 
The label positivism originates from the word posited, which means 


1 


given, which indicates its emphasis on what is given.”'' It places great 


importance on examining cause and effect relationships.”'? This suggests that 


507 Norman Blaikie, 'Paradigm' in Michael S. Lewis-Beck, Alan Bryman and Tim Futing Liao (eds), The SAGE 
Encyclopedia of Social Science Research Methods (SAGE, 2004) vol 2, 785. 

508  Kuhn, aboven 502. 

509 Margaret Anne Mckerchar, Design and Conduct of Research in Tax, Law and Accounting (Lawbook Co., 
2010). 

10 Ibid, 71. 

51  Saunders, Lewis and Thornhill, above n 505. 


12 Wing Hong Chui, 'Guantitative Legal Research' in Michael McConville and Wing Hong Chui (eds), 
Research Methods for Law (Edinburgh University Press, 2007) 46. 
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certain events would eventually lead to a conseguence, implying that there is 
a certain law that governs the world. As a result, a researcher observes a reality 
with a view to uncovering this law.” The proponents of this traditional 
approach to research claim it is similar to that used in the natural and physical 
sciences."" 

This stance generally argues that reality—which is observable, 
measurable, stable and exists out there''"—has to be studied using scientific 
procedures.”'f Further, it is said that there are constant and universally 
applicable laws that can be used to explain life events occurring in the 
world.” In understanding these laws, careful observation of social events is 
essential. This observation must be conducted in such a way—normally at 
arm's length—to maintain objectivity and neutrality. This would enable the 
researcher to uncover the underlying truth that causes an event to take place. 
Therefore, a scientific method should be adopted in studying social reality”? 
with an emphasis on guantitative measurement to understand the world.” 
Theories can then be developed based on these observations. These theories 


would then be continuously tested so that in the end, they become a general 


513  Saunders, Lewis and Thornhill, above n 505. 
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law that applies to similar situations. In an organisational context, these laws 
would then be used to make explanations or predictions about events or 
behaviour in organisations.”2 

In the social science context, positivists generally accept that society 
as a whole is more important than individuals. They believe that there is a 
general social law that govern the operation of a society, just like there are 
natural laws that control the behaviour of objects such as plants, animals or 
chemicals.?! These laws are a result of the way a society is organised and 
therefore are beyond human influence. In this context, it is believed that first, 
the researcher must maintain objectivity and must not allow their personal 
view to influence the conduct of the research or data analysis. They achieve 
this by devising an appropriate sampling technigue—generally relying on 
random assignment—and maintaining their distance from the people they 
study. 

Second, positivists argue that replicability is of paramount importance. 
As such, research must be transparent to scrutiny by other researchers. For 
this reason, it is argued that guantitative approaches are more reliable as they 
are highly structured. 

Third, research should produce guantitative data to assist in pattern 
or trend identification. This helps establish the relationships between aspects 
of social structure and behaviour, which is useful for uncovering general laws 
that govern the operation of society. For this purpose, they generally follow 


strict procedures to establish a causal relationship”? and facilitate 


520  Saunders, Lewis and Thornhill, above n 505. 


s1 Patrick McNeill and Steve Chapman, Research Methods (Routledge, 3rd ed, 2005). 
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replication.”2 This relationship is then used to make generalisations, which 
are used to make explanations or predictions.”“ Objectivity is placed at the 


5 as a result, the researcher—as stated above— 


forefront of an inguiry,”? 
maintains a distant position from the object of the research.” 

Researchers normally use existing theories to formulate a set of 
hypotheses. These hypotheses are then tested by using data collected from 
observations or experiments. If the hypotheses are not consistent with the 
data, they are rejected and regarded as false. However, if they are supported 
by the data, they are temporarily supported until proven otherwise.” 
Positivists, therefore, use the results of their studies to refine existing theories. 

Although generally related to guantitative methodology, positivism 
can also be found in legal research. Here, researchers use a doctrinal approach 
to deduce the meaning of a certain legal concept. In this case, researchers 
maintain their objectivity by relying on legal descriptions found in sources 
such as legislation or case law.” 

(b)  Criticisms 

Despite its once dominant position, positivism is not without its critics. 

Lincoln, Lynham and Guba, for instance, cite 'naive realism' as one of its main 


weaknesses.? The main idea of naive or direct realism is that what is 


528 Gilland Johnson, above n 514. 


524  Saunders, Lewis and Thornhill, above n 505. 
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experienced through our senses is able to represent reality accurately.””” Thus, 
researchers should focus their attention on observing what is seen.” 
However, there are limits to the capabilities of human senses. This 
limits their ability to portray the complete truth. What can be seen may not 
be sufficient for describing an entire truth of reality: just like an umpire whose 
line of sight is blocked by other players in football, for instance. 2 As reality 
may include both observable and non-observable events, relying on what can 
be observed—as believed by positivists—would not be sufficient to create an 


accurate picture of reality (Figure IV.3). 


The Empirical: Events that are 
actually observed or experienced 


The Actual: Events and non-events generated 
by the Real: may or may not be 
observed 


Figure IV.3 Events in reality: observable and non-observables?3 


Further, as positivism mainly focusses on measuring realities, it 
reduces experience, freedom, choice, individuality and moral responsibility to 


measurable objects and treats the universe as a machine.”” Human beings in 
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this tradition are reduced to entities who possess a set of controlled, 
predictable and governed behaviours, just like a machine.” The world in 
positivists' eyes, according to Crotty, is not the world that people live in and 
experience.” According to Glaser and Strauss, because it treats individuals as 
passive and essentially being controlled with no determination, positivism 
poses a threat to open-ended, creative and humanitarian aspects of social 
behaviour.”” The two go further to say that at the time when academics' views 
shifted from theory generation to theory verification, theory development was 
halted or worse, neglected.” In an accounting context, Gaffikin asserts that 
positivism limits the search for knowledge only to scientific methods even 
though these methods have failed to provide the basis for an accounting 
theory.? Similarly, in law studies, positivism is seen to be unable to show that 
the law has a moral mechanism capable of compelling people to obey their 


legal obligations.””? As such, positivism may not be applicable for studies that 
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541 


reguire understanding of human behaviour.”" It in fact has been called 'one 


of the heroic failures of modern philosophy'.” 

In light of this view, positivism is considered unsuitable for the purpose 
of this study as outlined in Chapter I, as it mainly deals with human interaction 
within the Indonesian tax administration reform. In the next section, non- 
positivism—the right side in Figure IV.2—is discussed as an alternative to 
positivism. 

2 Non-positivism 
(a) General Principles 

On the right side of Figure IV.2 lies the non-positivist paradigm. The 
main non-positivist paradigm according to Gray is interpretivism, which 
essentially is an array of approaches that includes, for example, 
phenomenology, realism, hermeneutics and naturalistic inguiry.” As Thomas 
Schwandt puts it, interpretivism is basically a challenge to the use of scientific 
methods as advocated by positivists.” 

As argued by Lincoln and Guba, interpretivists believe that realities are 
like layers of onions, one within another.” Each layer represents a different 
view of reality where none is truer than the other because a person's view of 


the world is real for that person.”$ As such, there are multiple realities—or 
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interpretations—of a single event.” As such, the duty of a researcher is 
constructing, rather than finding, knowledge. Data collection and analysis 
needs to take this into account” 

As different people have different interpretations of a single event, 
interpretivists tend to be sceptical regarding attempts to formulate a single 
law that applies universally, A phenomenon—as they believe it—does not 
come together to form a single truth. Instead, it diverges into multiple truths. 
These layers of truths cannot be understood using dependent and 
independent variable analysis because they are interrelated. It is this pattern 
that needs to be revealed, not for the purpose of making prediction or control, 
but for obtaining an understanding. Studies to obtain such understanding 
should be conducted from within, rather than at the arm's-length distance 
suggested by positivists.”? 

Interpretivists endeavour to produce a new, richer understanding of 
social worlds and context by collecting information that is meaningful to 
research participants.””! As such—with its focus on complexity, richness, 
multiple interpretations and meaning-making—interpretivism is a subjective 
endeavour. The resulting knowledge and findings are only true for a given 


context.” 


As a result, generalisation in a statistical context cannot be—or is 
not intended to be—made. While positivism aims to generalise, 


interpretivism, on the contrary, seeks to individualise. It is in this context that 


547  Merriam and Tisdell, above n 515. 


548 Juliet Corbin, 'Taking an Analytic Journey' in Janice M. Morse et al (eds), Developing Grounded Theory: 


The Second Generation, Developing Oualitative Inguiry (Left Coast Press, Inc., 2009) 36. 


549 Cohen, Manion and Morrison, above n 534. 


550  Saunders, Lewis and Thornhill, above n 505. 


551 McKerchar, above n 509, 75. 


166 


interpretivism is viewed as being more suitable for studying a human social 


phenomenon. Table IV.1 provides a comparison between positivism and 


interpretivism. 


Table IV.1 Comparison of positivism and interpretivism”?2 


Ontology Epistemology Method 
Positivism 
Real, external, Scientific method. Typically deductive, highly 
independent. Observable and measurable structured, large samples, 


One true reality 
(universalism). 
Granular (things). 
Ordered. 


Interpretivism 
Complex, rich. 
Socially constructed 
through culture 
and language. 
Multiple meanings, 
interpretations, 
realities. 

Flux of processes, 
experiences, 
practice. 


facts. 

Law-like generalisations. 
Numbers. 

Causal explanation and 
prediction as contribution. 


Theories and concepts too 
simplistic. 

Focus on narratives, stories, 
perceptions and 
interpretations. 

New understandings and 
woridviews as contribution. 


measurement, typically 
guantitative methods of 
analysis, but a range of data 
can be analysed. 


Typically, inductive. Small 
samples, in-depth 
investigations, gualitative 
methods of analysis, but a 
range of data can be 
interpreted. 


Criticisms 


(b) 


Interpretivism—much like positivism—attracts several criticisms as 


well. One is Giddens's assertion that the assumption that people continuously 


monitor their conduct—and as a result are aware of their intentions and 


actions—is often misleading.””? He argues that people proceed with their 


actions normally without such reflective monitoring. Self-reflections, he 
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continues, only occur when their actions are under inguiry, disturbed or 
broken down. 

Blaikie continues by objecting to the principle that researchers merely 
portray people's account of their actions. This is because—as is often 
recognised as linguistic fallacy—there is more to reality than what is expressed 
by participants. As Rex puts it succinctly, there is a possibility for a social actor 
to be falsely conscious in defining the situation in which patterns of social 
relations and institutions are rooted.”1 Further, relying solely on participants' 
accounts may cause difficulties in maintaining trustworthiness and 
dependability of the inguiry.”? Thus, Rex asserts that it is imperative that 
sociologists make an attempt to seek a perspective beyond what is expressed 
by that actor.” There is a concern that interpretivists seal themselves from 
the world outside that of their participants by setting up boundaries around 
their participants' own behaviours.”” 

Despite these criticisms, the interpretivist worldview seems to be more 
appropriate as a basis for the research endeavour reported in this book. This 
is because this book largely deals with interaction among tax officials within 
the Indonesian tax administration. They have created their own views of how 
Indonesian taxation should be administered. As stated in Chapter I, the focus 
of this book is on optimising tax revenue from the internal management 
perspective, particularly with regard to its human resources. For this reason, 


the voices and experiences of those officials are of importance. Therefore, the 
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interpretivist worldview is chosen as the methodological foundation for the 
research reported in this book. Within this worldview, the grounded theory 
approach is used. This approach develops an explanation (a theory) of a 
process or interaction based on participants' first-hand experience of that 
process.” For this reason, this approach is part of the interpretive worldview 
because it relies on the participants' own views rather than using established 
theories from the literature. Further, it puts participants at the forefront of the 
research and repositions the researcher from an 'all-knowing analyst' to 
simply an 'acknowledged participant'." 


B Research Methodology 


1 @Gualitative Design: General Principles 
As mentioned in the previous section, this book chooses to first adopt 
an interpretive stance. The interpretative worldview itself is often associated 


)?00 which actually covers a range of 


with gualitative inguiry (Table IV.1 
approaches that tend to use primarily gualitative data." This approach 
generally is used to understand how participants see their world and the 
experiences they have in that world.” 

The strength of this approach lies in its ability to study a phenomenon 


beyond what the operational definitions of that phenomenon offer in a 
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guantitative approach.” 


It can use naturally occurring data to reveal the 
seguence (how) in which the participants' practices (what) are deployed and 
then examine the context in which the phenomenon occurs (why). A 
gualitative approach can examine how a seemingly stable phenomenon 
comprises multiple pieces put together by its participants. In addition, a 
gualitative approach is sometimes used because the existing literature is 
considered unable to explain a certain phenomenon adeguately”“ This 
methodology was considered appropriate for this topic. This is because, as 
discussed in detail in Chapter II, the contemporary literature on the topic of 
this book as discussed in Chapter I seems to be lacking: most attention, as 
shown in the review presented in Chapter II, appears to be centred on 
taxpayers' behaviour rather than on the tax administration side. Hence, there 
is a scarcity of literature on this particular topic. 

Oualitative methodology is generally interpretive in nature." It is 
interpretive because researchers endeavour to make sense of the meanings 
expressed by their participants. It normally uses data subject to multiple 
interpretations.”8 These interpretations include the researcher's reflections, 
documented in the form of diaries or memos.”' As a result, gualitative design 
tends to be subjective and the researcher's and participants' subjectivity 


become part of the research.” 
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Oualitative research can be used to build theories, identifying patterns 
and making meaningful and analytical generalisation.”8? However, there is no 
expectation that the results from this type of inguiry can be replicated in a 


0 


different situation,”'? as expressed by Lincoln and Guba: 'there is no 


generalization'.”'' 'Generalisation' will likely be conducted by readers in a 
similar situation.””? As Eisner puts it: 

The researcher might say something like this: 'This is what I did and 

this is what I think it means. Does it have any bearing on your 

situation? If it does and if your situation is troublesome or problematic, 
how did it get that way and what can be done to improve it?” 

The possibility of applying findings from one context to another— 
referred to as transferability—depends on the similarity of the two contexts.””” 
Lincoln and Guba call this fittingness'. If there is sufficient fittingness between 
the sending and receiving context, then perhaps what is found in the sending 
context can be applied in the receiving context.”” If the two situations are 
identical, there is no need to generalise because there is no need to make an 


inference to accommodate the differences of the two situations.””S 
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However, as it is difficult for a researcher in the sending context to 
know both situations, it is the responsibility of readers—who belong to the 
receiving context—to decide the applicability of the research to their 
situations.”” To that end, the researcher must provide sufficient information 
surrounding the context of the research to help readers make an informed 
judgment on the fittingness of the contexts. This is what Geertz calls 'thick 
description'”'8 Hence, generalisation is understood as transferring lessons 
learnt from one context to another””? rather than producing universally 
applicable principles as proposed by Kaplan.”8 

Generalisation in gualitative studies can also mean analytic 
generalisation that occurs at a conceptual level (Figure IV.4).58! This is because 
a gualitative study can be used to develop a theory based on the case being 
studied.”82 This theory, in turn, can be applied in other cases—possibly with 


different results—as the conditions vary. 
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Abstraction Application 
(Inductive process) (Deductive process) 


Observation on NYA ol-ejilo 


specific situation situation 


Figure IV.4 The process of analytic generalisation”?? 


As explained above, this research adopts an interpretivist worldview 
(discussed in Section ILA) and uses a gualitative methodology. This stance 
views reality as individualised—as opposed to universalised—based on 
participants' experience. As a result, generalisation in a statistical context—as 
is often desired in guantitative studies—is not sought after in this research. 

This research identifies lessons learnt from the reform pilot project— 
thereby grounded in participants' first-hand experience—-rather than testing 
hypotheses formulated from the literature. It then examines how these 
lessons can be used as a starting point for improving the current tax 
administration. These lessons act as what Eisner refers to as an 'image'”“ in 
this case, itis the image of a good tax administration. Thus, generalisation in 
this research is seen as transferring those lessons (or images) from the reform 


pilot project to the current tax administration (this concept is discussed in 


Section II.B.1 and illustrated in Figure IV.4). It thus reguires both inductive and 
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deductive approaches, as explained at the beginning of Section II. A detailed 
discussion on how the gualitative approach is conducted in this book is 


presented in Section II.C. 


2 Weaknesses 

A gualitative research strategy is nonetheless subject to criticism, 
some of which is touched briefly in previous sections. This study is also subject 
to these weaknesses, as explained below.” 
ta) Tends to be too Subjective 

Oualitative studies often rely on the researcher's judgment to choose 
what is important or significant and what is not. They also tend to be 
dependent upon a close and sometimes personal relationship with 
participants. Readers are sometimes provided only with a small number of 
clues as to why a certain area is being studied. This is generally caused by the 
tendency to erect a broad research guestion: again, the decision on this 
matter relies on the researcher's personal judgment. 
(b) Difficult to Replicate 

Another problem often found with gualitative studies is that they tend 
to be rather difficult to replicate. This is mostly because of the subjective 
nature described previously. Here, the researcher is the main research 
instrument. As such, decisions about the data to be collected and focussed on 
are influenced by the researcher's own reflection. In a grounded theory study, 
for instance, the final theory as a result of the study, reflects both the 
participants' and the researcher's views. As such, a different researcher may 


use the same data and—by virtue of a different point of view—may produce 
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an entirely different theory.” 


Exacerbated by the unstructured and 
unsystematic nature of the research, it is often difficult to replicate the 
findings. 
()  Problems with Generalisation 

In essence, generalisation can be described as reasoning from the 
observed to the unobserved or from specific cases to all similar cases.”"' It is 
an assertion that a statement that is true in one place or time is also true in a 
different place or period.” Generalisation lies at the core of a scientific 
inguiry”?? and is regarded as one of the criteria for a social scientific inguiry.”” 

The results of a gualitative study are difficult—and often are not 
intended—to be generalised in a statistical context.””" However, theoretical 
generalisation and transferability may still be possible. The latter leaves it to 
the reader to determine if a study is suitable for their situation.””? To assist 
readers, it is the obligation of the researcher to provide a detailed—Geertz 
calls it 'thick'—description of the study.” 
(d)  Lack of Transparency 

This weakness generally relates to difficulties in determining what the 


researcher has done or how their conclusions are formulated. For example, 


this can be seen in instances where it is freguently not clear how research 
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participants are selected for in-depth interviews or observation. Further, once 
data are obtained, it is also sometimes unclear how the researcher analyses 
them. In other words, it is not always obvious what the researcher is doing. 
Recognising these weaknesses, the rest of this chapter explains how 
the research was conducted and the ways used to maintain the overall rigour 
of the research process. 
C Research Strategy 
This section discusses the strategy employed in this study. Research 
strategy in this book refers to the step-by-step plan created by the researcher 
as a guide during the investigation (Figure IV.5). It translates the gualitative 


methodology in the third box of Figure IV.1 into a workable action plan. 
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Figure IV.5 Research strategy”“ 


After consulting relevant literature (Chapter Il), a set of research 
guestions was formulated based on the broad research topic (Chapter I). 
These guestions were first general in nature, but then became more focussed 
once preliminary data were analysed. The researcher in this study acted as 
part of the research instrument to collect and inductively analyse all relevant 
data (fifth box of Figure IV.1). Additional data were collected based on the 
concepts that emerged from the previous round of data collection and 


analysis. This process was repeated until no significant new concepts emerged 
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from the newly-acguired data. This was the point at which saturation was 
reached. These data were largely obtained using in-depth interviews (fourth 
box of Figure IV.1) from participants who were purposively selected to ensure 
maximum variation of perspectives. Additional data were obtained in the form 
of document archives. 

These interrelated themes were organised into diagrams that were 
then reported back to the participants for further discussion. At this point, the 
participants had the opportunity to contribute to the overall themes and add 
new data or make corrections where necessary. As such, the outcomes were 
a result of negotiation between the researcher and the participants. Thus, the 
resulting themes are closely grounded in the data provided by the 
participants. A second round of literature review was then conducted to link 
the emerging themes with the current literature and to add more credence to 
them (see Section III). This also helped locate the theoretical contribution of 


this study within the literature (see Chapter I). 


1 General Overview 

This study began with an examination of article 2 sub section (1) Law 
No 6/1983—as amended by Law No 16/2009—on General Provisions and Tax 
Procedures. This section basically provides that any person who satisfies 
certain reguirements set out by the law is reguired to present themselves to 
be registered as a taxpayer. The elucidation of this article states that said 
registration follows the self-assessment system, which reguires a degree of 


compliance. 
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595 as evident from 


Theoretically, most taxpayers are willing to comply, 
the tax administration reform pilot project in the 2000s. Tax offices under this 
project, in addition to exhibiting strong revenue performance, had a marked 
increase in taxpayer compliance as evident by the timely filing of tax returns 
and the timely payment of taxes. Of the approximate 32,000 taxpayers 
administered under this project, only around 646 did not lodge their tax 
returns on time. The number of late payers was even smaller, less than 44 of 
total taxpayers.”” 

This period was of interest as the rest of the DGT—outside the pilot 
project—had a relatively low compliance level. This is why it was reported that 
the higher compliance in the pilot project was mainly attributed to the 
administrative reform.”” Stage 1 of this research sought to shed light on how 
this occurs. In Kaplan's words this stage attempted to answer the guestion 
'Iwjhat the devil is going on around here'.”? 

Lessons from stage 1 were used as asstarting point to conduct stage 2 
of the study. Here, the focus was on assessing administration as currently 
applied in the DGT, using stage 1 as a guide. This stage was intended to result 


ina set of concepts to be used as a map to improve current tax administration 


(Figure IV.6). 


595 Valerie Braithwaite, "Tax and Democracy: Bygone Ideas or Time for Reinvention?' (Paper presented at 


the The 29th Australasian Tax Teachers' Association Annual Conference, Wairarapa, New Zealand, 
2017) 
596 Brondoloet al, aboven 21. 
537 Ibid. 


598 Kaplan, above n 580. 


179 


Stage 1 Stage 2 


Application 


Theory: lessons DGT: Current 


learnt situation 


Abstraction Abstraction Feedback 


MN LI oo | 
learnt 


Pilot project 


Figure IV.6 The two-stage research process 


2 Participants 

The main criteria for selecting participants was their ability to provide 
information on the topic of interest” In this research, this meant selecting 
participants with first-hand experience of the pilot project (stage 1) or current 
tax administration (stage 2). The aim was to examine their experiences with 
the Indonesian tax administration during the pilot project (stage 1) and in the 
current situation (stage 2), to provide the primary source of data. 

As such, the general condition for initial participants in this research 
was that they needed to have previous or current strong exposure to the 
Indonesian taxation system. Strong exposure was defined as dealing with 
taxation issues as part of their professional activities. More participants were 
recruited subseguently based on the emerging data provided by previous 


participants. 
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(a) Stage 1 

Participants for this stage were recruited based on the condition that 
they were involved in the pilot project. This turned out to be a challenge for 
several reasons. First, the pilot project was concluded more than a decade 
prior, so its key personnel were difficult to contact as they had either left the 
DGT or retired. Second, those who remained at the DGT often now held high 
positions so it was freguently difficult to gain access to them. In addition, 
some are posted in remote locations which were rather difficult to reach. 

To deal with this issue, the participants in this research were recruited 
purposively following Charmaz's suggestions.99 First, an initial participant was 
identified to begin the data collection. Here, the selection criteria were 
established in advance before the fieldwork commenced, by identifying those 
with broad knowledge on the topic.” A useful criterion for the initial 
sampling in this research was that the participants needed to have broad 
knowledge of the pilot project initiative. 

In this study, the initial participants were selected conveniently. This 
involved selecting participants that were most readily accessible to the 
researcher, such as friends, students or family members.5?? Here, the research 
began with one of the researcher's colleagues who was known to the 
researcher because of his involvement in the early stages of the pilot project 


reform. Although this may be neither purposeful nor strategic,” and hence 
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604 and be prone to bias," for the purpose of this 


could have lower credibility 
research, identifying such an expert was crucial to get started” and provide 
a general overview of the whole process.” 

Second, subseguent participants were recruited purposefully based on 
the information provided by the initial participant.”8 In this case, the first 
participant (pseudonym Bunali) nominated a person he knew to be more 
knowledgeable on a topic of importance. For example, Bunali believed that 
staff recruitment was significant but acknowledged that he did not know 
much about the selection process. He then recommended another person 
who was directly in charge of that process and provided a suggestion for how 
that person might be contacted. This process continued until newly recruited 
participants did not provide significant new information to the existing story. 

It should be noted that the purposive sampling strategy (Figure IV.5) 
described here, discussed elsewhere in this chapter, was not aimed at 
obtaining generalisation in a statistical sense.”? As noted by Patton, 
participants (or sample) in gualitative studies are generally selected 
purposefully based on their ability to provide rich information on the topic 
being studied.”'” The purpose is not to obtain representativeness in a 


statistical sense, but rather, to shed light on the research guestions being 
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studied (outlined in Chapter 1).3'' New participants are continuously recruited 
based on the emerging themes obtained during data analysis that is 
conducted as soon as an interview is finished. This process ceases when the 
newly acguired information provided by newly recruited participants does not 
contribute significantly to the overall story. This is the point where 
saturation—Dey calls this sufficiency—is reached.”'? 

Afterwards, a similar process was continued where the researcher 
intentionally recruited participants based on an issue raised by a particular 
person. The newly recruited participant was then asked to present their views, 
hence adding to the existing data set. For instance, a participant described 
that penalties to tax officers were applied with caution during the pilot project. 
To obtain further details on this issue, another participant who was involved 
in delivering such penalty was interviewed, hence adding to the depth of the 
data. Sometimes, a new participant was also asked to verify what was stated 
by another participant. The purpose of adding more participants was thus 
aimed at improving or clarifying a concept, rather than increasing sample 
size." 

Another important feature of the participant recruitment process was 
that participants sometimes provided accounts that seemed to be a negative 
case—a case that does not fit the overall pattern'“”—such as when one 
participant mentioned illegal payments made to one of his colleagues. This 


was important as it added a different perspective to the generally accepted 
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view that a pilot office was of high integrity. Eventually, the participant 
recruitment process terminated when the newly recruited participants 
revealed ideas similar to the concepts raised by participants interviewed 
earlier.”'? Using this strategy, seven participants in various positions were 
recruited (Table IV.2). The variety of their roles was useful in obtaining 
different perspectives and identifying common patterns."' Pseudonyms were 
assigned for each participant to maintain confidentiality (see Table IV.2). 


Table IV.2 List of participants: stage 1 


Role n Position Pseudonym 
Appeal officer 1 Regional Tax Office, LTO Romlah 
Head of a tax office 2 District Tax office, LTO Jono, Darus 
Account Representative (AR) 1 District Tax office, STO Siti 
Information technology (IT) 1 Head Office Bunali 


specialist, liaison officer (LO) 

Tax auditing division officer 1 District Tax office, LTO Jojon 
Taxpayer consultation officer 1 District Tax office, STO Wono 
Total TA 


The number of participants described in Table IV.2 seems small. 
However, it has been suggested in the literature that sample sizes as small as 
1287 or 15618 interviewees may be sufficient to achieve theoretical sufficiency. 


In fact, research that involves only one research participant can still make a 


615  Morse, aboven 607. 


616 Patton, aboven 599. 
617 Greg Guest, Arwen Bunce and Laura Johnson, 'How Many Interviews are Enough? An Experiment With 
Data Saturation and Variability' (2006) 18(1) Field Methods 59. 

618 Daniel Betraux, 'From the Life-History Approach to the Transformation of Sociological Practice' in 


Daniel Bertaux (ed), Biography and Society: The Life History Approach In The Social Sciences (Sage 
Publication, Inc, 1981) 29. 
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significant contribution.”"” 


It is further argued that a small sample can still 
generate interviews of lasting importance.2 

Here, four aspects were considered in recruiting participants. The first 
was the scope and nature of the study. This study began with a guite general 
idea about the research topic. However, when the first interview with Bunali 
was completed, a more focussed idea guickly took shape. Bunali also 
recommended key individuals who were more knowledgeable on certain 
important aspects. 

Second, this research took into account the homogeneity of the 
population.5?' If the participants had a higher degree of similarity in their 
experience related to the research topic, then saturation arguably would be 
obtained sooner,”? with fewer participants. This in fact was the case in this 
study. All participants were tax officials working in the relatively confined 
environment of the pilot project, albeit with differentjobs (Table IV.2). As such, 
they shared similar experiences and characteristics. This seemed to contribute 
to the smaller sample of participants reguired in stage 1. 

Last, it is important that efforts to include all relevant people as 
research participants are made, to capture diverse perspectives. While 


Oobtaining representativeness is problematic, this study endeavoured to 


619  Clive Roland Boddy, 'Sample Size for Oualitative Research' (2016) 194) Gualitative Market Research: 


An International Journal 426. 


620 Charmaz, aboven 128. 


21 Robert T. Trotter II, 'Gualitative Research Sample Design and Sample Size: Resolving and Unresolved 
Issues and Inferential Imperatives' (2012) 55(5) (Nov) Preventive Medicine 398. 

622 Guest, Bunce and Johnson, above n 617. 

823 Timothy Bock and John Sergeant, 'Small Sample Market Research' (2002) 44(2) (Ouarter 2) 


International Journal of Market Research 235. 
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achieve this by including individuals with different roles (Table IV.2).54 One 
limitation on participant selection in this stage is the exclusion of foreign 
advisers either from the IMF or other donors. While it undoubtedly would 
enrich the content of the data, obtaining detailed identifications and access 
to these advisers during the data collection period in 2015-2016 was difficult. 
As such, this study has to rely on relevant reports or other types of 
document—such as legal documents, PowerPoint slides, and staff memoirs— 
written on the reform project. In the end, the data presented by these 
participants and documents seemed to have reached sufficiency in explaining 
the Indonesian tax administration pilot project reform phenomenon. 
Participant selection for stage 2 of this study is discussed in the following 
section. 
(b) Stage 2 

Generally, participant selection for stage 2 followed the process 
outlined in the previous section. Participants for the initial sampling in stage 
2 were reguired to be involved with the current Indonesian tax administration. 
For this purpose, three participants were recruited. One participant was at the 
operational level of the DGT in one of the STO in eastern Java and the other 
was at the policy level in Jakarta. Although neither recommended other 
participants to interview with respect to certain issues that they raised, they 
nevertheless revealed certain aspects that formed the basis for selection of 
subseguent participants. The last initial participant however provided an 
assistance in participant recruitment by organising interviews with individuals 
who she believed to be well informed with regard to certain issues of 


importance. 


624 Patton, aboven 599. 
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More participants were recruited based on the information provided 


by these initial participants. Using this strategy, 21 participants were 


contacted and were willing to participate in this study (Table IV.3). The 


discussion around the decision to use small samples described in the previous 


section applies here as well. Although few in number, these participants 


represented different roles and positions and thus offered diverse points of 


view. 
Table IV.3 List of participants: stage 2 
Role n Position Pseudonym 
Academic Lecturer Cecen, Siti 
Tax collector District Tax office Juna 
Regional Tax office — lin 
Non-governmental 1 Fsunder Justine 
organisation 
Tax trainer 1 Tax training centre Hoot 
Policy formulation 2 Head office Rosa, Roman 
District Tax office Asta 
AR 1 $ 
STO 
Appeal reviewer 1 Head office Uti 
: . District T ffice, W 
Taxpayer consultation officer 1 Sean puan 2 
STO 
Supervisor, policy level 2 Head office Jono, Ed 
Ty, Ann, Diamond, 
Taxpayers 7 Business owner Susy, Jess, Ahn, 
Aceh 
: . District T ffice, 
Taxpayer extension officer 1 oa ng laa SU 
STO 
Total 21 


3 Data Collection 


This research project simultaneously collected and analysed data 


(Figure 111.5). Following Glaser's suggestion, data collection was largely driven 
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by one guestion: 'Iwjhat's happening here?" What was meant by happening 
in this case was the experience addressed in the research.525 As Dey suggests, 
data in research can be in any form, including 'sounds, pictures, videos, music, 
songs, prose, poetry or whatever'.5?” Based on a number of data source 
examples offered by Corbin and Strauss,” this research mainly used in-depth 
unstructured interviews, but also documents and group meetings. 
Unstructured interviews were chosen because they enable participants to talk 
freely, thus providing the richest data for theory building??? and uncovering 
participants' in-depth experience.” This technigue is best for exploring 
participants' views?! and can be used to capture rich and detailed 
experiences.? 

Such experience turned out to be deeply emotional for some 
participants in this study. As they reflected on their time during the pilot 
project, they recognised that what they experienced was life changing. It was 
their “opportunity to change'. They viewed the tax office where they worked— 
and the DGT in general—as one of the most corrupt public offices in 
Indonesia, and they believed that the pilot project was their way to escape 


corrupt practices. 


825 Barney G. Glaser, Theoretical Sensitivity (Sociology Press, 1978). 


626 Kathy Charmaz, 'Oualitative Interviewing and Grounded Theory Analysis' in James A Holstein and 
Jaber F Gubrium (eds), Inside Interviewing: New Lenses, New Concerns (SAGE Publications, Inc., 2003) 
311. 

227  Dey, above n 156. 

628 Corbin and Strauss, above n 126. 

2 Ibid. 

630 Gary Mitchell, "Use of Interviews in Nursing Research' (2015) 29(43) Nursing Standard 44. 

681 Hilary Arksey and Peter T. Knight, Interviewing for Social Scientists: an Introductory Resource with 

Examples (SAGE Publications, 1999). 


6322  Bryman, aboven 518. 
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In this research, the interviews were conducted using a conversational 


style (Figure IV.7). 


Open-ended 
guestion 


Explore participants 
experience and 
concerns 


Concentrate on 
participant's 
VIEWS 


Conduct interviews for 
theoretical sampling 


Focused 
guestions 


Attend to emergent Follow up on 
areas of plausible earlier statements 
theoretical interest 


Focus on areas 
to explore 
further 


Initial coding, memo 
writing 


Identify theoretical 
direction 


Treate recurring statements 
as theoretically plausible 


| Develop 
» tentative 
Categories 


Figure IV.7 Interview strategy? 


This back-and-forth strategy made the author have two, or sometimes 
more, meetings with some of the participants. The first meeting was the main 
interview session intended to achieve two goals: establish rapport and record 
participants' experiences. The second interview was mainly aimed at exploring 
and clarifying certain aspects that emerged in previous sessions. 

Paper-based note taking was used during the interviews, along with 
audio recording, with awareness that this might reduce a participant's 


634 although no significant effect of this was noted.” The interview 


openness, 
with Jono was not taped because he asked for it not to be, although he 


acknowledged its importance. For this session, extensive note taking was 


638  Adapted from Charmaz, above n 128. 


634 Arksey and Knight, above n 631. 
635 This can be seen for instance in an interview with Romlah when, although she knew that the interview 
was recorded, she shed tears when she described her life-changing experience during the pilot 


project. 
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undertaken. The interviews generally lasted one hour or more, a duration 
considered sufficient.”88 

The initial interviews proceeded much like what Arksey and Knight 
denote as 'ajazz musician in ajam session', where the interview guide may be 
thrown away.” The general strategy was to invite the participant to reflect on 
their experiences with the researcher mostly taking a passive role and 
remaining in the background. Initially, a participant was asked to provide an 
account of their role. This included, for instance, their day-to-day job or 
activities. Afterwards, the conversation flowed based on the participant's 
memory as they shared their views and concerns. 

Subseguent interviews were mainly follow-up sessions. Here, the 
participant was presented with the researcher's initial interpretation of the 
first interview in the form of diagrams and asked if these diagrams reflected 
their experience. The participant was also asked to make comments or 
feedback on the researcher's interpretation. Some participants used this 
opportunity to offer new information that ultimately added to the richness of 
the existing data. 

Some interviews were conducted online for logistical reasons,”$ as 
some participants were unavailable for face-to-face meetings. The most 


common internet technologies for this purpose include instant messaging, 


636  Pranee Liamputtong and Douglas Ezzy, Oualitative Research Methods (Oxford University Press, 2nd 


ed, 2005). 
687 Arksey and Knight, above n 631. 
638 


Sharlene Hesse-Biber and Amy J. Griffin, 'Internet-Mediated Technologies and Mixed Methods 
Research: Problems and Prospects' (2013) 7(1) Journal of Mixed Methods Research 43. 
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electronic mail and discussion forums.??? These technologies facilitated either 
real-time (such as WhatsApp's voice call service) or non-real time (such as 
emails) interviews.” 

One of the participants in this research used email to respond to the 
follow-up interview reguest. In this case, the interview proceeded in a similar 
way to that described by Hewson, where the researcher sends guestions and 


641 Other online channels to reach 


the participants respond to the message. 
participants include WhatsApp, as this was the online chatting app used by 
participants. It supports encrypted real-time exchange of text messages, 
pictures, video and audio. Another useful feature is its ability to export 
messages to an email account and record voice conversations that can later 
be imported into NVivo—a software dedicated for data organisation, storage, 
and retrieval—for analysis. 

Despite its weaknesses, such as participants' tendency to be playful “2 
or difficulties in establishing rapport,” this method was chosen for logistical 
reasons. Further, the effects of these problems were limited in this research 
by using online interviews only for follow-up sessions, hence rapport had 


already been established.?“ It must also be noted that although most people 


639 Claire Hewson, 'Oualitative Approaches in Internet-Mediated Research: Opportunities, Issues, 


Possibilities' in Patricia Leavy (ed), The Oxford Handbook of Gualitative Research (Oxford University 
Press, 2014) 423. 
640  Roksana Janghorban, Robab Latifnejad Roudsari and Ali Taghipour, 'Skype Interviewing: The New 
generation of Online Synchronous Interview in Oualitative Research' (2014) 9 International Journal of 
Oualitative Studies on Health and Well-being 
61” Claire Hewson, above n 639. 
2 Ibid. 
643 Valeria Lo lacono, Paul Symonds and David H.K. Brown, 'Skype as a Tool for Oualitative Research 
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have every intention to be honest during interviews, their recollections may 
not be reliable as memories fade or change and a participant's intention to 
do something may not actually occur.5 This research was subject to this 
limitation. The interviews for each stage are discussed below. 

(a) Stage1 

During initial interviews, a face-to-face meeting was arranged with 
one participant (pseudonym Bunali). He was the LO tasked by the DGT head 
office to handle IT at the LTO in its early stages. The interview was conducted 
in a hotel room while he was attending a workshop, using the initial interview 
guide in Appendix III. This interview provided the foundation on which 
subseguent interviews were built. 

One initial interview was conducted with seven participants (Table 
IV.2). This was followed by subseguent interviews with six other participants. 
Three further follow-up interviews were then conducted with three of these 
six participants. In total, 10 interviews were conducted with these seven 
participants. One follow-up interview was conducted online using WhatsApp. 
Table IV.4 provides a summary of the interview activities in stage 1. 
Pseudonyms were used to maintain anonymity. 

Before the interview was conducted, an information sheet and a 
consent form (Appendix IV) were presented to participants. In addition, 
several documents were obtained either from the participants or from other 
sources—such as websites managed by the IMF and the DGT—to 


complement and corroborate the information provided by the participants. 


Table IV.4 Summary of interview activities: stage 1 


645 Howard Lune and Bruce L. Berg, Oualitative Research Methods for the Social Sciences (Pearson 


Education Limited, 9th ed, 2017). 
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Initial First interview Second interview 


No Name Sex / Yes/No Mode Yes/No Mode 
main? 
1 Wono Male Main Yes Face to No 
face 
2  Bunali Male Initial Yes Face to No 
face 
3 Romlah Female Main Yes Face to Yes Face to face 
face 
4 Jono Male Main Yes Face to No 
face 
5 Darus Male Main Yes Face to Yes Face to face 
face 
6 Jojon Male Main Yes Face to No 
face 
7 Siti Female Main Yes Face to Yes WhatsApp 
face 
si Initial participant—in this case Bunali—means a participant who was recruited 


before anyone else. Based on the interview with Bunali, other participants were 
recruited. Bunali also recommended other potential participants whom he 
considered more knowledgeable and hence, acted as a gate keeper. Main 
participants on the other hand were all participants who provided significant 
information for the topic being studied. A main participant can also be an initial 
participant, as seen here. 


(b) Stage 2 

Data collection in stage 2 generally was conducted in a similar fashion 
as that for stage 1. Among the 12 participants, initial interviews were 
conducted with two. The accounts provided by these two initial participants 
guided subseguent interviews with the remaining participants. Some 
interviews were conducted using the internet chat facility available on 
WhatsApp. Afterwards, six participants were invited for follow-up interviews. 
However, one participant did not respond to the reguest for a follow-up 
interview, leaving the researcher with five participants. Three of these were 
conducted via the internet using WhatsApp with two participants who were 


overseas when the reguest for a follow-up interview was made. Another 
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participant preferred to use email without disclosing why she chose this 
method. Three of the participants in stage 2 also participated in stage 1 of this 
study. 

Additionally, the researcher was a member of, and followed, two 
private group chats on WhatsApp. The first group—named Penilai V 
Malang—was founded on 7 March 2013 and at the time of this writing, has 
63 members across Indonesia. Only two members of this group were not 
active employees at the DGT. Some of the participants in stage 2 of this study 
were also members of this group. The second WhatsApp group followed by 
the researcher was named Widyaiswara/I Puspa. This group was founded by 
one of the research participants on 21 October 2014 with 41 members. All 
members of this group were tax trainers or lecturers at the Ministry of Finance 
and all but two were former senior employees of the DGT. Because of their 
seniority, some of them had wide networks within the Ministry of Finance and 
in the taxation industry. 

These groups were useful in the sense that they acted as a medium 
for information sharing. Ouite often a certain issue was raised and became a 
topic of discussion. For example, when it was announced that some DGT 
Officials were transferred or promoted in and out the island of Java, one group 
member provided background information as to why this transfer took place. 
Another example was when one of the tax officials was arrested by the 


Corruption Eradication Commission” one group member guickly recognised 


646” This commission is a super body in Indonesia tasked with the responsibility of combating corruption. 


It is famous for investigating and arresting corruption cases involving high-profile individuals such as 
members of parliament, ministers, or head of regional states. It has gained widespread support among 
Indonesian community members and at the same time, is often subject to both political attacks aimed 


at limiting its authority and physical attacks on its investigators. A former director general of taxes 
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that the alleged offender was one of the persons who was promoted based 
on the discretion of a certain party.” Additionally, group members 
sometimes posted memes$# as a way to describe their reactions about rules 
or policies imposed by the DGT. They sometimes produced links to other 
social media content such as on Facebook or Twitter about certain issues 
raised by taxpayers they knew, thereby providing a rich source of information. 
If there were certain issues relating to this study, the researcher followed them 
up with some of the participants via a private and encrypted chatting channel 
to ensure privacy and anonymity. 

In total, 19 interviews with 14 participants and one group discussion 
with seven taxpayers were conducted (Table IV.5). Again, the names of the 


participants have been altered to maintain their anonymity. 


Table IV.5 Summary of interview activities: stage 2 


was one of those who was arrested, but his case was later overturned by the court. This commission 
is currently investigating a corruption case that allegedly involves a former Indonesian speaker of the 
parliament. The case is being trialled in court. 
s47 ' Colloguially, this is called the PMDK system, referring to the undergraduate university student 
recruitment system in Indonesia. Under this system, students can be enrolled into a course without 
the need to sit on an entrance test, as normally reguired for school leavers. In this case, the alleged 
offender was allegedly promoted to a favourable position in Jakarta without the need to do the open 
bidding selection process as normally reguired for most DGT employees. 
648 The word meme was coined by the English biologist, Richard Dawkins in his book titled The Selfish 
Gene. Shortened from a word of Greek origin, mimeme, Dawkins uses meme to mean a unit of cultural 
transmission or a unit of transmission. Memes propagate themselves like a virus from person to 
person through an imitation process, and thus preserves their original forms. Today, meme is mostly 


associated with internet meme, which normally is an object (such as a picture or a video) that is 


deliberately altered and then guickly spreads (goes viral) from person to person via the internet. 
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Pseudo 


Initial 


First interview 


Second interview 


No Na Sex / Mode Location Mode Location 
main 
1 Cecen Female Main Face to Office 
face 
2 Juna Male Initial — WhatsAp Internet WhatsApp Internet 
Pp 
3 lin Female Main  WhatsAp Internet WhatsApp Internet 
Pp 
4 Justine Male Main Face to Office 
face 
5 Siti Female Initial Face to Office Face to Restauran 
face face t 
6 Hoot Male Main — WhatsAp Internet 
Pp 
7 Rosa Female Main Face to Restaura — Email Internet 
face nt 
8 Roman Male Main  Faceto Restaura — Did not respond 
face nt 
9 Asta Male Main  Faceto Cafe 
face 
10 Uti Female Initial Face to Food Face to Office 
face court face 
AI Wono Male Main Face to Home 
face 
12 Jono Male Main Face to Office 
face 
13 Surya Male Main — WhatsAp Internet 
Pp 
14 Ed Male Main Face to Office 
face 
15 Ty,Ann, Mixed Main Face to Hotel 
Diamon face lobby 
d, Susy, 
Jess, 
Ahn, 
Aceh 


In addition, a group discussion was held with seven members of a 


taxpayer group called UMKM Sahabat Pajak (USP, Small Business Friends of 


the Tax Office). This group was chosen because to the best of the researcher's 
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knowledge, it was the first of such taxpayer organisation in Indonesia with 
members that had changed from being tax haters to being tax friends. Its 
members were small business owners who initially did not want anything to 
do with the tax office, let alone pay taxes. However, they somehow became 
tax advocates who actively conducted trainings supported by the tax office. 
As such, this group of taxpayers satisfied the extreme case sampling criteria 
where participants were unusual in nature”? The group discussion was 
organised by Siti, who was their tax mentor. 

Once a set of data was collected, it was guickly analysed. Results from 
this analysis were used to inform further data collection. The process of data 


analysis is discussed in the following section. 


4 Data Analysis 

Oualitative data can be analysed in many ways. Saldana, for instance, 
describes 14 genres including ethnography, grounded theory and critical 
inguiry.”0 The same data can be analysed using different genres and produce 
different results. Further, guite often researchers inadeguately provide an 
explanation of how they arrive at their conclusions, or describe their final 
categories and patterns in an incomprehensible manner.5"' 

This section describes the way data were analysed in this study. Data 
were mostly analysed using procedures described for Straussian grounded 
theory (see Figure IV.1 and Figure IV.5). The main focus was the spoken words 


of the participants. Other data, such as the researcher's memos, documents, 


649 Patton, aboven 599, 169. 

650 Johnny Saldafha, Fundamentals of Gualitative Research (Oxford University Press, 2011). 

651 Matthew B Miles, A Michael Huberman and Johny Saldana, Gualitative Data Analysis: A Methods 
Sourcebook (SAGE Publications, 3rd ed, 2013). 
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social media content (Twitter, Facebook posts and WhatsApp chat messages) 
or pictures (e.g., in the form of internet memes) were mainly used as guides 
to help the researcher understand the participants' spoken words during 
interviews. 

(a) “Data Collection and Analysis: A Simultaneous Process 

In this research, data collection and data analysis were conducted 
simultaneously as normally found in a gualitative study.5”? Data were collected 
initially from a small sample and were immediately analysed to obtain initial 
concepts that provided direction for further data collection. This may have 
involved returning to the same participants for follow-up interviews, or 
recruiting new participants. 

This second round of data collection provided more data that 
explained the initial concepts further or resulted in a set of completely new 
concepts. Throughout this process, memos were written to reflect the 
researcher's continually evolving understanding of what was said by the 
participants. This memo process also acted as a way to further guestion the 
data and brainstorm new ideas. 

(b)  Stages in Data Analysis 

This study followed iterative data analysis in a back-and-forth manner 
(Figure IV.5). Inductively, the researcher searches for text relevant to the 
research guestions—referred to as relevant text—from an interview transcript 
and organises it into repeating ideas (themes). Later on, when a different 
participant says something of a similar nature or perhaps contradicts what has 
been said, the researcher puts this portion of text in the relevant theme. In the 


process, the participant may be contacted to clarify a certain concept. 


652 Pickard, above n 496. 
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This relevant text may also be moved from one theme to another, 
more suitable theme. Thus, deductively the researcher continuously checks 
the emerging themes with the underlying relevant text. However, for 
illustrative purposes, in this book, the data analysis procedure is presented in 


a linear fashion (Figure IV.8). 


Raw text 


Identifying relevant text 


Identifying repeating ideas 


Generating concepts 


Deciding the main concept 


Writing theoretical narrative 


Research guestions 


Figure IV.8 Data analysis$5? 


Figure IV.8 shows an inverted pyramid showing an analytical journey 
from detailed interview transcripts (raw text) to a more abstract level of 
understanding. Although described linearly, in reality it actually is conducted 
in a back-and-forth fashion. The researcher is often reguired to return to the 
participants to collect more data or to clarify certain concepts or 
understandings. This in turn generates more data resulting in more codes and 
concepts. Diagrams are drawn to illustrate the relationships among these 


concepts. 


653 Carl F. Auerbach and Louise B. Silverstein, Gualitative Data: An Introduction to Coding and Analysis, 


Oualitative Studies in Psychology (New York University Press, 2003). 
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The identification of new concepts through coding—a process that 


64 sometimes prompts the 


breaks down data into manageable parts 
researcher to return to raw text. This can result in the modification of existing 
concepts or diagrams. In between these steps, memos are written to clarify 
ideas or make comparisons. The overall coding process is described in the 
following section. 
(c The Coding Procedure: Stage 1 

During the coding process, this research followed Charmaz's 
suggestions to approach the data analysis with an open mind.” It means the 
researcher remains open regarding the theoretical possibilities to which the 
data might lead. Although Glaser suggests that the researcher does not review 
existing literature to avoid contamination in the analysis, it should be noted 


that the researcher brings prior ideas and skills, 


particularly those acguired 
when the researcher was part of the DGT, as noted in Chapter I. This 
influenced the way data was analysed. In addition, during the preparation 
prior to commencing fieldwork, the researcher conducted a preliminary 
literature review, reported in Chapter II. This mainly was conducted to avoid 
approaching the field with what Dey calls an empty head.'8 The overall 
coding process was conducted in accordance with the following procedure 


(Table IV.6): 


Table IV.6 Coding procedures$? 


1. Making the text manageable: identifying relevant text 


654 Schwandt, above n 561, 32. 


655  Charmaz, aboven 128. 


656  Barney G. Glaser, Basics of Grounded Theory Analysis: Emergence vs Forcing (Sociology Press, 1992). 
657  Charmaz, aboven 128. 
658 Dey, aboven 612. 
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a. Stating research concerns 
b. Selecting portion of text that are relevant to the research guestions 
2. Listening to what is said: grouping similar ideas 
a. Portions of relevant text that indicate similar ideas are grouped together 
b. Ideas that represent similar concept are organised into the same 
category 
3. Developing theory 
a. The emerging concepts are grouped into a more abstract theoretical 
concept that provides answer to the research guestions 
b. The theoretical concepts are then written into a narrative by integrating 
the participants' stories 


The following sections discuss each step in more detail. 
W Stating Research Concerns 

This research began with a concern about the decline in the DGT's 
ability to generate revenue. It then examined the tax administration reform 
pilot project in the early 2000s. This era provided evidence of significant 
improvement towards revenue collection despite the fact that the project was 
conducted during a financial crisis. 

Normally, tax revenue should decline because of the decrease in tax 
base as aresult of a crisis. The fact that the pilot offices showed a significant 
increase in revenue under this condition suggested that a unigue process 
might have caused this increase. Brondolo suggested that this process could 
be related to the administrative reform introduced in that project.”0 This 
research sought to look into this process in more details as the general 
research concern. Having established the research concern, the next step of 
data analysis was identifying portions of text from the interview transcripts 


that are relevant with the research concern. 


660  Brondolo et al, aboven 21. 
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(i Identifying Relevant Text 
To deal with the large amount of data resulting from the interviews, 
this research followed Corbin and Strauss's recommendation to break down 


the data into manageable partss' 


by identifying parts of the text that seemed 
relevant to the research concern. For this purpose, the researcher listened to 
each interview recording at least twice to identify key ideas. Later, these 
interviews were transcribed manually into Microsoft Word documents. An 
attempt to use the speech recognition software Dragon Naturally Speaking 
to help with transcription was made. However, this idea was soon abandoned 
as it did not provide the expected results, mainly because of the lack of 
support for the Indonesian language. 

These manual transcriptions turned out to be time consuming. This 
was considered inefficient because there was a need to do the analysis guickly 
to identify concepts to be used in subseguent data collection. To overcome 
this issue, the researcher decided to follow Strauss's suggestion to only 
transcribe selected parts of interviews.”82 full transcriptions were conducted 
only on the first three interviews as they formed the fundamental basis of this 
study. Subseguent interviews, in contrast, were transcribed selectively as soon 
as they were finished. The reason for this was that data collection was 
conducted with participants located in different cities in Indonesia. Thus, time 
efficiency was a concern. For this, the researcher followed Strauss's advice to 


listen to the recording, take notes and then conduct analysis manually.8 


61 Corbin and Strauss, above n 126. 


662  Anselm L. Strauss, Oualitative Analysis for Social Scientists (Cambridge University Press, 1987). 
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All data were imported into NVivo 11 (Figure IV.9). A new folder 


named INTERVIEWEES was created in this software to store details for each 


participant. These included the participant's profile, audio recordings, 


transcripts and memos. Key ideas emerging from immediate data analysis 


were also recorded here. NVivo was used because it allows the researcher to 


do anything on any portion of the data in any way the researcher chooses.4 
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Figure IV.9 Coding in NVivo 


Kakali Bhattacharya, 'Coding is Not a Dirty Word: Theory-Driven Data Analysis Using NVivo' in Shalin 
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Relevant text was highlighted using the software. Any text that 


satisfied the following guestions was considered relevan 
1. 
2 


3. 


t:965 

Is the text related to the research guestion? 

Is the text able to help understand what was said by the 
participant? 


Does the text seem to be important for any reason? 


This process for instance can be seen in the importance of religiosity 


raised by Siti. Later on, religion was again raised by a different participant with 


a deep emotional tone. When Siti's interview was later played again, a similar 


tone that previously had been unidentified was noted. It was then realised 


that religious factors may be important in shaping attitudes at the tax office. 


The identification of relevant texts in NVivo was conducted as follows: 


1 


Under NODES, a new folder named DATA ANALYSIS was created. 
A new folder was then created for each participant in DATA 
ANALYSIS. This folder was labelled with the participant's name. A 
new node named RELEVANT TEXTS was created within this folder. 
For example, a folder named WONO was created to store all 
relevant text from interviews with Wono. 

Under SOURCES, the interview transcript for a certain participant 
from the INTERVIEWEE folder was opened. Portions of text 
considered relevant were highlighted. For example, the researcher 
began with WONO. Wono's interview transcript, stored in the 
WONO folder in the SOURCES tab, was opened. Relevant text in 


this transcript was highlighted. 


665 


Auerbach and Silverstein, above n 653. 
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3. The highlighted text was dragged and then dropped into the 
relevant participant's folder. The whole transcript was read and all 
text considered relevant was dragged into the corresponding 
RELEVANT TEXT node. This node simply acts as a container for all 
relevant text. As an illustration—continuing the example in step 
2—the researcher switched from the SOURCES tab to the NODE 
tab and selected the WONO folder. The RELEVANT TEXTS node 
could immediately be seen in this folder. The highlighted text in 
the transcript was then dragged into the RELEVANT TEXTS node. 
This was repeated to the end of Wono's transrcript. 
4. Steps 1 to 3 were repeated for all participants. This resulted in a 
selection of relevant text stored separately for each participant. 
While doing this, memos were sometimes written to record why a 
particular text was considered relevant. 
(ii) Identifying Repeating Ideas 

The next phase of data analysis was identifying repeating ideas. Here, 
the researcher worked on the relevant texts rather than the raw data in the 
form of interview transcripts. The purpose of this step was identifying and 
then grouping texts with similar ideas. In NVivo, this was conducted as follows: 

1. The researcher navigated to a particular participant's folder in the 
DATA ANALNYSIS folder under the NODES tab and opened the 
RELEVANT TEXTS node. The first relevant text in this node was then 
highlighted and dragged to the empty location outside the 
RELEVANT TEXTS node. This triggered the creation of a new node. 
This node was named IDEA 1 in the dialogue box that immediately 


opened afterwards. Once the text was stored in IDEA 1, this text 
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was then removed from the RELEVANT TEXTS list using the 
UNCODE feature, thereby reducing the content of the RELEVANT 
TEXIS node. The next text that seemed to belong to IDEA 1— 
because it had a similar idea—was then dragged to the IDEA 1 
node and uncoded from the RELEVANT TEXTS node. This process 
was repeated continuously until the end of the RELEVANT TEXTS 
node. Once this point was reached, all relevant text that had similar 
ideas to IDEA 1 were already separated from the RELEVANT TEXTS 
node into the IDEA 1 node. Hence, the process for IDEA 1 was 
finished. The remaining text in the RELEVANT TEXTS node 
therefore contained ideas that were different from IDEA 1. 

With the remaining relevant text in the RELEVANT TEXTS node, the 
researcher then began with the first text in that node. This text was 
highlighted and then dropped to an empty location. A new node 
called IDEA 2 was then created in the dialogue box that 
immediately appeared. Afterwards, the researcher read the 
remaining text in the RELEVANT TEXTS node and moved any text 
that seemed to belong to IDEA 2 into that node. This was repeated 
until the end of the RELEVANT TEXTS node. Once this point was 
reached, the process for IDEA 2 was finished. 

Step 1 and 2 were repeated for all text in the RELEVANT TEXTS 
node as much as possible, resulting in several new nodes that 
represented different ideas. As a result, the contents of the 
RELEVANT TEXTS node continued to decrease. The identification 


of repeating ideas finished when there was no text left in the 


206 


RELEVANT TEXTS node. Some ideas arguably had more supporting 
text than others. 

Each IDEA 'X' node—where 'X' represents a number—was given a 
new, more descriptive name. For example, in the WONO transcript, 
Wono talked about his experience when he first joined the pilot 
project. He talked about his motivations, his recollection of his 
colleagues' reactions and his views of other test takers. These were 
stored in the IDEA 1 node. This node was renamed RECRUITMENT 
to describe that the texts in this node related to the recruitment 
process. Memos were written to reflect the development of these 
ideas and why a particular text was included in a certain idea node. 
This was repeated for all transcripts. 

The researcher then created a master list containing all ideas 
initially stored in separate nodes in each participant's folder. In 
NVivo, the mechanics were as follows: 

a. The researcher opened an idea node in a participant's 
folder and then exited that folder by selecting its parent 
folder, named DATA ANAVYSIS. 

b. All contents of a particular idea node in the participant's 
folder were selected and dragged to an empty space in the 
DATA ANALYSIS folder. This triggered the creation of a 
new node. A descriptive name that reflected the contents 
of the idea node in the participant's folder was then given 
in the dialogue box that immediately appeared. A similar 
idea node from a different participant was then opened 


and its contents dragged into the newly created node. 
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For example, in the WONO folder, the RECRUITMENT node 
was opened. The contents of this node were then dragged 
into an empty space in the DATA ANALYSIS folder 
(WONO'S parent folder). This generated a new node that 
was named RECRUITMENT. Another participant, Darus, 
also talked about recruitment from a different perspective. 
Other participants also described their experiences during 
this stage of the pilot project. 

Although what the participants said  provided 
individualised views, they all talked about recruitment. So, 
these ideas were stored in the RECRUITMENT node in their 
respective folder (e.g., Wono's folder, Darus's folder and so 
on). The content of these nodes was copied into the 
RECRUITMENT node in the DATA ANALYSIS folder created 
previously for Wono. This resulted in a single node named 
RECRUITMENT in the DATA ANALYSIS folder that 
contained all related statements from various participants. 
They all spoke about recruitment seen from different 
points of view. 

The steps described above were repeated for all ideas. Each 
idea was given a name that provided a brief description of 
what the idea was about. As an example, stage 1 of this 
research resulted in 11 distinct ideas grounded on the 
participants' views (Table IV.7). 

Again, this process is described in a linear fashion so that 


it is easier to follow. In reality, it involves messy, back-and- 
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forth activities between the raw data from the interviews 


and the more abstract ideas. 


Table IV.7 Repeating ideas: sample from stage 1 


No Idea number General Idea 

1 Ideal Recruitment 
2 Idea2 Being exemplary 
3 Idea3 Caring supervisors 
4 Idea4 Pay rise 
5 Idea 5 Further education 
6 Idea 6 Thorough examination of the penalty system 
7 Idea7 Togetherness 
8 Idea8 Teamwork 
9 Idea9 Spirituality and religiosity 

10 Idea 10 Considerate closeness 

11 Idea 11 External pressure—IMF's role 


The next step was generating concepts based on the repeating ideas 


created previously. 


(iv) Generating Concepts 


In this stage, the repeating ideas were organised into a larger set that 


represented a similar topic. The steps described below are based on the list 


of repeating ideas in Table IV.7 using idea 1 to idea 3 as examples. The rest of 


the ideas follow the same steps. The steps are as follows: 


1: 


This process began with idea 1 (recruitment). This idea 
encompassed events before the pilot offices were operational. This 
captured the idea that the recruitment process was done in such a 
way that it was able to select participants with distinct 
characteristics. Other ideas, however, seemed to relate to 
situations after the pilot offices were up and running. As such, it 
was decided that idea 1 (recruitment) should stand on its own. As 


this idea represented tax officers who were willing to change—but 
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nevertheless were afraid to do so—it was decided that idea 1 
(recruitment) should be included in a non-operative militancy 
concept. 

Moving on to idea 2 (being exemplary), it could be seen that this 
idea captured participants' accounts describing their superior as 
one who led by example. They not only talked: they did what they 
said. An idea that seemed to express a similar concept was idea 3 
(caring supervisors). This idea contained participants' revelations 
that in the pilot offices, they had superiors who cared for their 
subordinates, sometimes beyond their normal official duties. Idea 
2 and idea 3 therefore both talked about common characteristics 
of the participants' superiors. As such, it seemed appropriate to 
include these two in the umbrella concept of supportive superior. 
Step 1 and step 2 were repeated for all repeating ideas listed in 
Table IV.7. This resulted in five distinct concepts (Table IV.8). Note 
that Table IV.8 contains 9 ideas taken from Table IV.7 and one new 
concept listed as Concept 1, which was not seen in Table IV.7. 
Concept 1 was aimed at capturing events prior to the pilot project 


(see discussion in step number 4 and step number 5). 


Table IV.8 Concept hierarchy 
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Concept 1: Non-operative militancy 
Concept 2: Reward 

e  Payrise 

e  Further education 
Concept 3: Thorough examination of the penalty system 
Concept 4: Supportive supervisor 

e Being exemplary 

e  Caring supervisors 
Concept 5: Positive working environment 
Togetherness 
Teamwork 
Considerate closeness 
Spirituality and religiosity 


4. The hierarchy described in Table IV.8 left two concepts 
uncategorised. These were idea 1 (recruitment) and idea 11 (IMF's 
role). It was decided in the previous section that idea 1 
(recruitment) would be included in the concept of non-operative 
militancy. This left idea 11 (IMF's role). This idea basically contained 
participants' accounts about the role of the IMF during the project. 
This idea captured recollections of how a third party affected the 
continuity of the project. It therefore constituted an external 
intervention. Thus, it was decided that idea 11 (IMF's role) should 
stand alone under the concept of external pressure. 

5. When this decision to use an external factor as a distinct concept 
was made, it was then also decided that the concept hierarchy in 
Table IV.8 should not stand as separate concepts. As they all 
represent what happened at the pilot offices, a new concept 
named internal factors was created to cover all ideas listed in Table 
IV.8. This whole process resulted in the analytical categories shown 


in Table IV.9. 


Table IV.9 Analytical categories 
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I. Internal pressure 
Concept 1: Non-operative militancy 
Concept 2: Reward 
e Pay rise 
e  Further education 
Concept 3: Thorough examination of the penalty 
system 
Concept 4: Supportive supervisor 
e Being exemplary 
e  Caring supervisors 
Concept 5: Positive working environment 
e Togetherness 
e Teamwork 
e  Considerate closeness 
e Spirituality and religiosity 
II. External pressure 
Concept 6: External pressure—IMF's role 


(v) Deciding the Main Concept 

Concepts listed in Table IV.9, in essence, represented the efforts of 
those involved in the pilot project reform to refrain from committing the 
corrupt manner commonly practiced at the DGT at that time. These efforts— 
as described by Bunali—could only be successful if there was an intention to 
change from those involved in that project. Another participant, Darus, 
described this intention as ruh reformasi (the reform spirit, which basically 
referred to the intention of tax officials involved in the pilot project not to 
engage in corruption or other misbehaviour, and thus were reformed). It was 
decided that Darus's words be used as the main category for stage 1 of this 
study as the phrase seemed to represent all of the concepts in Table IV.9. 
(vi) Writing Theoretical Narrative 

Creating theoretical narrative was the last stage of data analysis in this 


research. Here, the theoretical constructs resulting from the previous step 
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were reorganised and retold into a personal story describing the participants' 
experiences. 

A useful approach for this was diagramming. Diagrams are basically 
visual tools used to illustrate relationships among concepts.S8 In this research, 
the researcher first used a pen and paper to create sketch diagrams depicting 
the relationship among concepts. The sketching process began as early as the 
initial data analysis after each interview was concluded. These sketches were 
continuously revised as new data were obtained and analysed. They were 
redrawn later using the computer software Microsoft Visio. The complete 
visual representation is presented in Appendix I-lll and the theoretical 
narrative in this research project can be seen in Chapter V and Chapter VI. 
(d) “The Coding Procedure: Stage 2 

Based on stage 1, the next step was to determine how the findings 
applied to the current situation (Figure IV.6). It should be noted that although 
specific findings from stage 1 may not be directly applicable to the current 
situation, the more abstract concepts may still be valid. Stage 2 therefore 
began with the main concept of stage 1 (the reform spirit) to examine how it 
applies to the current situation. 

The general strategy for data analysis in principle was similar to that 
at stage 1. However, stage 2 built on information obtained during stage 1. As 
such, the selection of research participants was slightly different (see Section 
I.C.2). Details for the participants are summarised in Table IV.3. 

Data were collected mainly based on unstructured interviews, both 


face to face and online. The topics raised during the interviews emerged from 


666  Corbin and Strauss, above n 126. 
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what was learnt in stage 1 and ongoing issues raised by participants. Details 
of the interviews are presented in Table IV.5. 

The coding procedures in stage 2 generally followed a similar process 
as in stage 1. However, the coding was conducted based on the knowledge 
obtained from stage 1. As an example, a participant named Asta mentioned 
that he experienced lack of team work. This provided an opposing account to 
those provided by participants in stage 1. Another example was when Rosa 
mentioned that her religion provided a strong motivation for her. This 
resonated with what was expressed by Siti when she described her experience 
in the pilot office. These two accounts provide examples that findings from 
stage 2 correspond—albeit sometimes negatively, as in Asta's case—with 
findings identified in stage 1. 

There were also occasions where what was expressed by the 
participants in stage 2 did not match any existing concept. In that case, a new 
concept was created or the existing concept was modified. For instance, the 
IMF does not have an influence on the current DGT the way it influenced the 
tax office when the pilot project reform was conducted (as seen in stage 1 of 
this research). However, this does not mean that external pressure was absent. 
This could be seen, for example, when disappointment was expressed by a 
participant during the group discussion at being mistreated by an AR. 

The findings from stage 2, therefore, showed some consistency with 
the findings of stage 1. Stage 2 exposed some concepts identified in stage 1 
that were also considered important in stage 2. A certain gap arose when 
these concepts were significantly less practised or simply absent. This could 


be seen, for example, in the lack of team work mentioned by Asta. It was 
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therefore decided that the main category in stage 2 be named as the gap 


model (Table IV.10), which is discussed in detail in Chapter VI. 


Table IV.10 Concept hierarchy: gap model 


Il. Internal gaps 
A. Expectation Gap A: staff expectations 
B. Expectation Gap B: supervisor expectations 
C. Communication gap 
Il. External gap 
e Taxpayer expectation—office performance 


The findings from stage 1 and stage 2 were ultimately combined to 
form an overall concept hierarchy presented in Table IV.11 and Appendix II. 
Table IV.11 generally illustrates that there are two factors that need to be 
considered in improving the performance of the tax office: the gap factors 
and other factors. 


Table IV.11 Concept hierarchy: overall model 


I. Gap factors 
A. Internal gaps 
1. Expectation Gap A: staff expectations 
2. Expectation Gap B: supervisor expectations 
3. Communication gap 
B. External gap 
e Taxpayer expectation—office performance 
Il. Other factors 
A. Internal factors 
1. Religiosity/spirituality 
2. Reward and fair penalty process 
3. Teamwork 
4. Peers 
5. Attitudes towards job 
B. External factors 
1. Third-party support 
2. Data/information 
3. Revenue target 
The next section discusses how rigour was addressed in this study. 
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II RIGOUR 


In valuing the guality of research, positivists normally rely on the 
criterion that research should be conducted objectively and result in 
universally accepted theory.” Objectivity generally corresponds to the 
concept of validity and reliability. Validity refers to the correctness of a 
conclusion, explanation or interpretation88 such that the results accurately 
reflect the phenomenon being studied. The same results should also be able 
to be obtained if the research is conducted elsewhere. This concept is known 
as reliability.? Findings need to be applicable in different situations to satisfy 
the generalisability criterion. 

Applying these concepts to a gualitative study is problematic. For a 
start, gualitative data are often obtained from a small number of participants, 
usually selected non-randomly. This makes generalisation problematic. In fact, 
most gualitative researchers are not interested in extending their findings 
beyond their participants.”' Replicating a gualitative study is also difficult as 
such studies are often deeply rooted in a certain situation as their focus is to 


build a deeper understanding of a specific phenomenon or experience.” 


667  Auerbach and Silverstein, above n 653. 


668 Maxwell, above n 582. 

669 Lyn Richards and Janice M. Morse, Readme First for A User's Guide to Gualitative Methods (SAGE 
Publications, Inc., 3rd ed, 2013). 

670  McKerchar, above n 509, 260. 
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This leads to the fact that although establishing rigour is essential for 


the results of research to be trustworthy,”? 


the standards for showing that 
research has been conducted in a rigorous manner are controversial.” In this 
research, the pursuit for rigour was conducted based on the following 
checkpoints: 

1. Checkpoint 1 

Because in gualitative studies the researcher is the instrument, the 
guality of the research depends on researchers themselves.”'“ For this 
purpose, first, the researcher attended trainings on gualitative studies 
prepared by Curtin University. The researcher also attended a training on the 
use of NVivo to become familiar with the software. A number of books and 
articles were consulted as the research progressed. 

Second, a preliminary literature review was conducted prior to data 
collection to obtain background knowledge. This was enriched by the 
researcher's own experience while he was working as atax officer in Indonesia. 
To prevent pre-existing knowledge from interfering with the data, the 
researcher used memos to record his initial impressions and potential 
personal biases. 

2. Checkpoint 2 
This checkpoint generally followed Figure IV.10. 


672 Matt Bradshaw and Elaine Stratford, 'Oualitative Research Design and Rigour' in lain Hay (ed), 


Oualitative Research Methods in Human Geography (Oxford University Press, 3rd ed, 2010) 69. 
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Background 


Source check 


Research Selected 1 Data 


design participants collection 


Theoretical check 


Interpretation 


Analysis 


Interpretation check 


Figure IV.10 Establishing rigour?” 

As the research progressed, what was stated by a participant was 
checked with another participant. The fact that the participants were from 
diverse backgrounds (Table IV.2 and Table IV.3) was useful as it provided 
multiple views on a certain issue. A number of documents were also consulted 
to add another layer of verification. 

During data analysis, this research used the literature to help 
understand the participants' narration. However, the emerging concepts were 
rooted in the validated views of the participants. This ensured that the 
research followed the participants' accounts and prevented the possibility of 
the researcher imposing his personal subjectivity, particularly if it was not 
supported by the data. 

As the research progressed further, knowledge was built up. To 
accommodate this growing knowledge, data analysis was not based on a rigid 
coding system, but rather it flowed in a flexible manner to cover new 
information as it was obtained. New information raised by a participant was 
verified with a different participant later on. As a safeguard against potential 


researcher bias or misinterpretation, drafts of diagrams describing the 


615  Adapted from Bradshaw and Stratford, above n 672, 78. 
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researcher's interpretation were presented to selected participants for review. 
In addition to providing an opportunity to add new information, this step 
ensured that the participants could check if the findings reflected what they 
reported.58 

Another aspect of maintaining rigour is ensuring transparency in data 
analysis. It is for this purpose that this chapter includes a lengthy explanation 
on how the data were analysed, including technical details on how NVivo is 
used, as a way to inform the reader about how the researcher arrived at the 
conclusions. 

3. Checkpoint 3 

Findings from stage 1 guided data collection and analysis in stage 2. 
This design helped the researcher maintain the validity of the research 
process. As it turned out, most concepts identified in stage 1 survived in stage 
2, albeit with slight variations. This provided an indication that the research 


was on the right track. 
IV ETHICAL CONSIDERATIONS 


Prior to conducting data collection, ethics clearance was obtained 
from the Human Research Ethics Office, Curtin University (ethics approval 
number: RDBS-08-15) for a period of four years from 27 February 2015 to 
21 February 2019. 

To maintain the privacy of participants, the following steps were taken: 


1. All participants were assigned pseudonyms. 


676 David R. Thomas, 'Feedback from Research Participants: Are Member Checks Useful In Oualitative 


Research?' (2017) 14(1) Gualitative Research in Psychology 23. 
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2. Names were replaced by pseudonyms in transcripts, the book and 
other research reports based on this study. 
3. Any potentially identifiable information (such as WhatsApp user 
name, Facebook account name, or title and period that a 
participant had in office) was removed. 
4. Data were stored in a password-protected computer. 
5. Audio interviews were destroyed at the completion of the study. 
All participants were given an information sheet and consent form (see 
Appendix IV) that provided an explanation for how the data were managed 
and used throughout the study. They were also informed that they could 


withdraw at any time. 
V  CONCLUSION 


This chapter provides a detailed explanation of how this study was 
conducted. The research design is outlined, from the abstract concept of a 
paradigm to the detailed technicalities of using NVivo throughout the data 
coding and analysis. The purpose of such a thorough description is to provide 
a detailed account to readers of how the study was conducted so that they 
are informed about how the researcher arrived at the conclusions. This book 
then moves on to Chapter V and Chapter VI to present the theoretical 


narrative of the findings. 
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CHAPTER V 


ANAVWYSIS OF FINDINGS: 
Nai 22 JI Koj mo) ai Lot 


CHAPTER V 
ANAVYSIS OF FINDINGS: THE PILOT OFFICESS”' 


I INTRODUCTION 


As outlined in Figure IV.6 in Chapter IV, this book adopts a two-step 
strategy in an attempt to address the research guestions presented in Chapter 
| (Section III). Stage 1 of this study (see Figure IV.6 in Chapter IV, Section II.C) 
aimed to provide an answer to sub guestion 1. It delved into the issues 
surrounding the tax administration reform pilot project. This project signified 
an important milestone in DGT reform, where the integrity of tax officials was 
one of the main concerns. The purpose of stage 1 was to shed light on how 
the tax offices in this project were managed. This later acted as astarting point 
from which current Indonesian tax administration is evaluated. 

For this purpose, at this stage, 10 in-depth interviews were conducted 
with seven participants with first-hand experience of the reform pilot project 
(see Table IV.4 in Chapter IV, Section II.C.3). Chapter V provides a summary of 
the concepts that emerged from this series of interviews, which generally 
offered an answer to Research sub guestion 1 (investigating the aspects of tax 
administration that were essential in the success of the pilot offices). A visual 
representation of the relationships among these concepts can be seen in 


Appendix I. This chapter is organised as follows: 


677 This chapter draws heavily from Prasetyo, Kristian Agung, 'Tax Administration Reform in Indonesia: 


Some Lessons Learned' (2017) 12(1) Journal of The Australasian Tax Teachers Association 77. 
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1. Section I 
chapter. 

2. Section II 

3. Section III : 

4. Section IV : 


Section | provides the general introduction to this 


Section II outlines the general findings from stage 
1 of this study. A discussion of the concepts and 
categories derived from the data is presented in 
this section. It is organised into seven sub sections: 
each presents a key theme identified at this stage. 
The section concludes with a general discussion on 
how the themes are interconnected. A graphical 
representation of this relationship is presented in 
Appendix I. 

Section III integrates the key concepts identified in 
Section II. 


Section IV concludes this chapter. 


This chapter now moves on to Section II, which presents the findings 


from stage I of this study. 


n CONCEPT IDENTIFICATION 


ITIhey had a strong desire to change. (Bunali) 


This section discusses the concepts and categories derived from the 


data (Table V.1). The core theme was coded as 'the soul of reform'. This term 


was used by Darus in his critigue of DGT's organisational reform process. He 


posited that changing the DGT's organisation was easy. The more difficult 


task, he argued, was reforming the mind of those working at the DGT. He said 


that the pilot offices were successful because there was the soul to drive the 


change. This, he said, was not present in the post-2007 reform. 
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Table V.1 Analytical categories: stage 1 


Internal pressure 
Concept 1: Non-operative militancy 
Concept 2: Reward 
e Pay rise 
e  Further education 
Concept 3: Thorough examination of the penalty system 
Concept 4: Supportive supervisor 
e Being exemplary 
e  Caring supervisors 
Concept 5: Positive working environment 
e Togetherness 
e Teamwork 
e  Considerate closeness 
e Spirituality and religiosity 
External pressure 
Concept 6: External pressure—IMF's role 


Sections A to F discusses these concepts in more detail. 


A Concept 1: Non-operative Militancy 

The main concern during recruitment for this study was selecting 'the 
appropriate' staff. The key was to select people who, according to a 
participant, Bunali (see Table IV.2, in Chapter IV for the list of participants), 
'Ihadj an intention to change'. This means, according to Goffman, separating 
the sincere from the cynics.'8 This turned out to be difficult as those who had 
such intention to change, Bunali continued, often went unnoticed. He said: 

Perhaps among those ... there were some who were not happy with 


the old (corruptj behaviour. The thing is, they did not have the courage 


678  Erving Goffman, The Presentation of Self in Everyday Life (Allen Lane, 1969). 


679 All interviews were conducted in Bahasa Indonesia. For presentation in this thesis, excerpts from these 


interviews are accompanied by their English translation. 
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to scream, to express (their concernsJ, perhaps to be considered as 

those who did not take (the bribej, or become a minority. (Bunali) 

This was because the applicable norm at that time was that it was 
acceptable for one to be honest so long as one was silent because being 
otherwise would most likely mean being alienated."” This can be seen for 
instance in Aribowo's experience. In a book published to commemorate the 
tax reform project, Aribowo wrote about an experience of one of his 
colleagues who was the head of a section in one of the technical units.8' 
Technical units were considered places where there were more opportunities 
to obtain additional income illegally from taxpayers, an issue which was also 
raised by Heij.82 This usually implied units with more intense contact with 
taxpayers. From the most to the least desirable unit, these included the tax 
auditor office, VAT section, corporate income tax section, individual income 
tax section and withholding tax section. These units were generally more 
desirable because of the opportunity to obtain significant income, albeit 
illegally, from taxpayers. 

So, as was typical, Aribowo's colleague was asked by his supervisor to 
contribute to a so-called 'tactical' fund. This pool of funds was normally used 
for various unofficial activities such as bribing external auditors or paying for 
private assistants or even charities. When Aribowo's colleague showed 


reluctance, it seemed that everything he did from then on was considered 


680 J Danang Widoyoko, 'Pola-Pola Korupsi Pajak', Koran Tempo (Jakarta), 13 April 2005 
« http://www.antikorupsi.org/en/ 
content/pola-pola-korupsi-pajak». 
681 Irwan Aribowo, "Terbang di Awan' in Agus Budihardjo et al (eds), Berbagi Kisan dan Harapan: 
Perjalanan Modernisasi Direktorat Jenderal Pajak (Direktorat Jenderal Pajak, 2009) 19. 


682 Heij, aboven 5, 17. 
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unsatisfactory. He was often subject to his supervisor's annoyance and anger. 
Aribowo wrote: 

In every meeting, he was always subjected to his supervisor's anger, 

from every angle he was considered wrong. ... (llt was clear that his 

supervisor always cornered him and considered him ungualified. Such 
anger and disappointment were felt by Mr XXX as being due to his 
supervisor's desire for Mr XXX to contribute more to the tactical fund. 

(Aribowo) 

Mr XXX was an example of a tax official who was alienated because of 
his reluctance to participate in the corrupt system at the DGT before the 
reform project was initiated. Mr XXX did not want to take illegal payments 
from taxpayers (but ultimately did so because of the alienation). Mr XXX is an 
example of a person who—in Bunali's words—'(hadj an intention to change'. 

This change however failed to take place due to the unsupportive 
surrounding circumstances that made the alienation of Mr XXX possible. 
Bunali believed that Mr XXX would likely be unable to take illegal payments 
from taxpayers if his circumstances were different. According to Bunali, this 
change in circumstances was made possible by the IMF through its pilot 
project reform. Bunali called this change of circumstances 'the door that 
opens': 

So, when it (the intention to change came to the surface ... it simply 

failed and came down again. But actually, internally, it was already 


there. It was waiting ... the door to open. (Bunali) 


688 Aribowo, above n 681, 19. 
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As had been said, selecting staff who were internally ready to change 
was difficult. For this purpose, a formal selection test was administered. 
Interestingly, another participant, Wono, noted that those who decided to sit 
this test were ones he believed to be non-wealthy, who most likely were not 
from the technical units. He reported that 'the persons who took the 
assessment were those who basically were at a lower level of income'. Those 
on the other end of the income scale, he recalled, mostly decided not to join 
a pilot office as they chose to 'step aside ... Jandj not to join Ia pilot officel, 
(until) later (where they have no other option but to joinj'. This is because 
joining a pilot office meant that they would lose the opportunity to obtain 
additional income illegally from taxpayers, which was generally more than the 
pay rise offered by pilot offices. 

It was in this situation that Wono noted that for him the true test took 
place at the time when he decided to register for the assessment. He said, 
'Ithe selection) was when you decided to take the assessment or not'. When 
this was mentioned to a different participant, Darus, who was involved during 
the staff selection process for the pilot project, he exclaimed with excitement 
'Itu!!' (That's it!), confirming his agreement with Wono's view. Darus said that 
the formal written assessment was only used as a means to reduce the 
number of applicants to fit the number of vacant positions: 'The point is that 
it was only a formality, just as a means for shortlisting'. 

Thus, those who joined a pilot office, according to Wono, had a strong 


commitment to change and simply wanted to work professionally: "Those who 


684 A participant (Wono) noted that the selection test was similar to the Academic Aptitude Test. This test 


was developed by the Overseas Training Office of the Indonesian National Development Planning 


Agency to measure the academic aptitude of potential candidates of overseas training programmes. 
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first joined were those who had a commitment, which meant ... well, I am just 
looking for a place where I can just do my job, just like that'. 

In Darus's words, they were committing hijrah, (hegira in Latin), which 
in Muslim tradition signifies the act of leaving negative behaviour or sins 
(interpreted as corruption in this context) into the way of God, he perceived 
such people to be militant: 

| think, perhaps how should I say it, right, this was the end, ..., now we 

do hijrah, if this word is to be used. We do hijrah, we do the best, 

without asking anything unusual (in relation to briberyJ, we provide 
the best service. (Darus) 

Bribery occurring at the tax office at that time could generally be 
categorised into three types: autogenic-extortive, transactive-autogenic and 
transactive-nepotic.8 Autogenic-extortive corruption takes place when tax 
officials demand illegal payments for official services under their authority. 
This, for example, happens when a tax official provides a more favourable 
treatment to a certain taxpayer in exchange for a monetary benefit. The 
transactive-autogenic pattern, on the other hand, takes place when a tax 
Official negotiates with a taxpayer to reduce their tax liability—normally 
during an audit—in exchange for a certain amount of personal payment. 

Another pattern of corruption is the transactive-nepotic pattern where 
a tax official and a human resource official come to an understanding about 
the unit of placement of that tax official in exchange for a monetary benefit. 


This includes placement in a 'lucrative unit', which means a unit, preferably a 


685  Aswadi, 'Refomulasi Epistemologi Hijrah dalam Dakwah' (2011) 5(2) ISLAMICA: Jurnal Studi Keislaman 
339. 
686 ' Widoyoko, above n 680. 
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technical division, in a tax office with many large taxpayers (with whom other 
patterns of corruption can be exercised later), or placement in a non-remote 
area. 

Itis in this context, according to one participant, that 'those who first 
joined were those who had a commitment'. That participant was referring to 
a situation where there were tax officials continuously taking illegal payments 
and at the same time, there were others who wanted to cease taking such 
illicit payments. The latter type of official saw pilot offices as an escape route. 
Such officials were what that participant denoted as 'those who had a 
commitment'. Nevertheless, because they stayed silent, perhaps through fear 
of being excluded or risking being transferred to a remote office,” their 
intention to desist from negative behaviour stayed dormant. A participant 
noted that some tax officials who disliked corrupt behaviour remained silent 
and did not have the courage to voice their concerns, as they were in the 
minority. This is what Bunali meant by 'politically undesirable'. 

Stories of these conflicts were later documented in a book entitled 
Berbagi Kisan dan Harapan: Perjalanan Modernisasi Direktorat Jenderal Pajak 
(Sharing Stories and Hopes: The Journey of the DGT's Modernisation), which 
was published to commemorate the commencement of the nation-wide tax 
administration reform.8 

Another route to working at a pilot office was through education. One 


of the participants remembered that he was assigned at one of the LTOs soon 


67 Ibid. 
688 Agus Budihardjo et al, Berbagi Kisan dan Harapan: Perjalanan Modernisasi Direktorat Jenderal Pajak 
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after graduating from college—as one of the top students—and did not need 
to undertake an assessment test: 
(Winitially in 2003 I started working at the LTO when it was established 
just after graduating from DIV Ja bachelor-level degree awarded by 
the Government College of Accounting|. At that time, there were 10 
people assigned to the LTO by Mr ... Iwhoj: at that time he was in 
charge at the human resource department. So, there were 10 of us, 
four in LTO II, four in LTO Land two in the regional office. | was in LTO 
Il. So, Imy assignment at that office| was based on the official order 
made by the HR (human resources) department, without doing any 
assessment. It was (basically based on our rank at college) as those 10 
graduates had a GPA (grade point averagel of around 3.4. Jojon) 
As a result, the recruitment process was able to select tax officials who 
potentially had the intention to not be involved in the negative behaviour— 
Darus called this intention hijrah—widely practised at the tax office at that 


time, and a cohort of fresh graduates with good academic skills. 


B Concept 2: Reward 

The concept of reward basically represented an external incentive that 
served the purpose of attracting potential tax officers tojoin the pilot project. 
Unlike the non-operative militancy—an internal drive for change within a 
person—this concept works at the other end of the continuum of forces for 
change. There were two themes raised by the participants in this study: pay 
rise and further education, which are discussed in detail in the following 


sections. 
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1 Pay Rise 

The reward concept deals with incentives used to attract DGT officials 
tojoin a pilot office. While concept 1 talks mainly about intrinsic motivation, 
concept 2 acts as part of extrinsic motivation. The first incentive under this 
concept was a financial incentive in the form of a pay rise. Romlah, for 
instance, was attracted to join the pilot project because the salary was higher 
than what she had normally earned. In her case, she needed the money to 
cover her home renovation costs: 

Why was | interested (to apply)? Because at that time people told me 

that the salary would be higher. I wanted to fix my house, I did not 

have any money. In the end I chose ... maybe it was one of my 
solutions so that I could have a better salary and fix my house. Because 
my house was ... well ... like that. (Romlah) 

It was recognised that hijrah5?? (leaving the bad practice)—as 
mentioned by Darus in the previous section—alone would not be sufficient if 
the income awarded to these officials was insufficient to cover basic needs. 
Lower wages were assumed to be one of the main causes of corruption in 
Indonesia at that time,” which was particularly rampant at the tax office.” 


The literature had suggested that corruption occurred when its benefits 


689 Hijrah generally means leaving bad practices, and thus it is a general concept. Individuals of various 


faiths often come to realise that they need to leave a particular habit (for example excessive 
consumption of drugs, cigarettes, or alcohol) for certain reasons, such as age or health. When this 
happens, they significantly reduce or completely stop that habit. In Muslim tradition, this particular 
decision is called hijrah. 
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exceeded the penalties of being caught.5” Thus, corruption could be reduced 
by increasing either wages or penalties, making pay reform essential.” 

Such pay reform was seen as essential for the success of the pilot 
project. As discussed in Chapter I, this project was one of the IMF initiatives 
to help improve Indonesia's economic conditions following the severe 
financial crisis that hit Asia in the late 1990s.”4 Tax administration reform was 
seen as a key component of generating revenue by helping taxpayers to 
comply and enforcing tax rules with respect to those who failed to do so.” 

In this context, the Indonesian government, in a Lol sent to the IMF, 
outlined a plan to establish a special unit to administer large taxpayers by 
June 2002.5”5 These taxpayers were of interest as they were not only the 
largest source of tax revenue, but also guite often were the largest 
investors.”” The pilot project, of which the LTO was part, was designed to 
showcase how to improve overall tax administration. Darus, who was involved 
in the LTO's establishment, provided an account that the idea to reform the 
tax office was actually a top-down initiative from the ministerial level: 

I'd like to look at the background at that time, the initial idea was 


actually from Mr ... at that time he was the Minister of Finance, but it 


692 Gary S. Becker and George J. Stigler, 'Law Enforcement, Malfeasance, and Compensation of Enforcers' 


(1974) 3(1) The Journal of Legal Studies 1. 
693 Ferry Ardiyanto, Foreign Direct Investment and Corruption (Doctor of Philosophy Thesis, Colorado 
State University, 2012) 
« https://dspace.library.colostate.edu/bitstream/handle/10217/71542/Ardiyanto colostate 0053A 11 
539.pdf?seguence-1-. 
64 Brondolo et al, aboven 21. 
695 Alink and Kommer, above n 120. 
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was at the top level, so there was probably, it seemed, an intention to 
... how to reform the Directorate General of Taxes. (Darus) 


The idea was to have an office to provide a showcase where service 


excellence could be seen. Darus recalled that: 


improve tax officials” integrity and curb corruption was introduce 


One of the sub teams was tasked to think about organisation. | was a 
member of that sub team, among other things. It was thought, and 
perhaps originated from brainstorming and other things, to have a 
unit as a pilot project that tried to start providing excellent service. 
(Darus) 


As part of providing excellent service, a strict code of conduct to 


d 698 


However, it was realised that the salary for civil servants—including tax 


officiais—was barely sufficient to cover their basic needs, a condition that 


generally is associated with high corruption. This problem was not initially 


recognised, as Darus acknowledged. Thus, he pushed for a pay rise to be 


approved: 


A year later fafter the pilot project was officially commencedj, I said to 
Mr ..., 'Sir | think it'd bea nonsense if we were to be honest but at the 
same time, our take-home pay is barely sufficient to cover the first 
two-weeks basic expenses. They need to survive Sir. Where can they 
get the money to cover the remaining two weeks?' 

"That is rather confusing'. 

'Indeed, Sir'. 

"The problem is that our salary system is already set that way. Could 


you please think of a work around?' 


698 
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In the end, there came an idea to provide an allowance only for staff 

at the Ministry of Finance. And for a special case only for ... Can you 

please do a calculation? I was then doing the math. We had at that 

time grade IV, grade III, grade Il and grade I, but apparently we did 

not have Istaff that belonged toj grade I. Then we tried to do a simple 

calculation based on ... errr ... minimum standard of living. How much 
for grade II, grade III, grade IV. This standard was not a luxury at all. 

We made assumptions about the number of children, education costs 

and so forth and how much for eating, education, health, 

transportation, that kind of stuff. Grade II took the train, grade III took 

... it was like that, approximately. It was ... then we averaged ... grade 

IV a, b, c, d—we averaged. And then I asked (Darus asked one of his 

staff at the LTOI, how much money do you currently make? Well, 

apparently there was guite a large gap. This gap was closed. Like that. 

It was a rather large sum of money at that time. (Darus) 

Generally, the idea of a pay rise—even though it was a fair 
conseguence of the strict application of the code of conduct—was initially not 
received well. Darus mentioned this when he described a meeting he 
attended, although later on, his move was eventually fruitful. So, it can be seen 
here that in this case, willingness to push from the bottom and support from 
the top were essential for the pay rise to be awarded: 

Then I did a presentation (on the pay risel to the Director General of 

State Budget, at that time Mr ..., Mr Secretary General, Mr ...., who else 

Iwere there tooj. I was still head of the ... It was a five-minute 

presentation. Then Mr ... Isaidj, 'Actually that amount is not so ... is it? 


It is logical, isn't it?' 
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Afterwards, Mr ... (from the state budget office) said, Well, yes, but it 

cannot be done'. 

"Why is that Sir?' 

"What is going to happen to the others if this is only for the tax office, 

for the LTO only, and not for the whole tax office?' 

But I already mentioned that if this was going to be a continuous 

programme, then it was a good starting point. Later, if someone else 

wanted to make a similar programme change, (they have toj change 
themselves first. (They can) Use us as a model. 

Then they were all confused. There was no objection to the monetary 

value, as they said it was ... fair. 

And then Mr ... said, "Okay, agreed. And draft a Minister of Finance 

regulation (on this issueJ'. 

Mr ... who was fat that time) the head of the regional tax office was 

later called (to a meetingl, 'Mr ... I already signed this (Minister of 

Finance Regulation on the pay riseJ. The state cannot afford to offer 

higher than this. But | entrusted it to you so that they (tax officials at 

the LTOJ understand (and maintain| their integrity'. (Darus) 

In this context, low wages in public sector institutions were assumed 
to be one of the main causes of corruption, which was rampant at the tax 
office at that time.”? Generally, corruption, according to Becker and Stigler, 
occurs when the future benefits of corruption exceed the total perceived or 


actual penalties.'” Further, if one's income is less than one's notion of a fair 


699  Widoyoko, above n 680. 


100  Becker and Stigler, above n 692. 


235 


wage, one will try to maximise the benefit of corruption.'”" Thus, pay reform— 
as part of more comprehensive civil service reform—may be viewed as a way 
to decrease corruption.'? 

In the Indonesian tax administration context, a similar idea was 
suggested in the early 1990s.'?8 Interestingly, many at the tax office were 
reluctant to embrace it as it reduced the possibility to obtain income from 
'shady' sources, which formed a substantial part of many tax officials' income 
at that time.” In the end, during the pilot project initiation it was viewed that 
a pay rise was important to help tax officers at pilot offices cover their living 


costs and in turn, was essential for encouraging them to work professionally. 


2 Further Education and Innovation 

Another aspect that was considered important was that there were 
avenues for staff to develop their knowledge. The pilot project was able to 
attract staff who committed to do hijrah (deserting bad practice) and those 
who had commitment. In short, it was able to select staff who chose only to 
do their job professionally without asking anything unusual. It also recruited 
graduates who were outstanding academically. Subseguently, it was seen that 
providing the correct form of incentives was important, particularly to 
maintain their existing working spirit, provided that, in Romlah's words, the 
incentives were given honestly: 

Supervisors had to be honest Jaboutj who needed to be rewarded, 


who Ineeded to be given an opportunity tol study further ... was 


191 George A. Akerlof and Janet L. Yellen, "The Fair Wage-Effort Hypothesis and Unemployment' (1990) 
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awarded a reward, incentives, to maintain their working spirit. 

(Romlah) 

In this case, in addition to the pay rise, for certain staff with exceptional 
performance, a different type of incentive was given. Romlah recalled that 
when she was able to settle a significant amount of arrears, she was given an 
opportunity to study overseas: 

You could imagine: | was one of those staff who was awarded with 

such an incentive. ... because I was able to obtain a tax settlement on 

a significant amount of tax arrears, | was awarded the opportunity to 

go overseas to study. (Romlah) 

In addition to this type of opportunity, the IMF was relatively generous 
in facilitating in-house training: 

| kind of liked it too, the IMF was very accommodating regardless of 
their motives: What kind of training do you need?' They invited the 
experts to come, experts in the oil industry, in mining, all paid for by 
the IMF. This enabled us to understand that to have oil ready, to have 
coal, reguired such a long process. And then the banking industry, the 
kind of business that related to that industry... (Romlah) 

The knowledge obtained by these staff was then disseminated to 
others through routine meetings: 

It was routine, it was a monthly agenda, at the LTO—knowledge 

sharing. Why? Because it was those ARs who had that knowledge. 

Knowledge sharing about tobacco ... in the end, the head (of the tax 

office made a ruling regarding whether (based on this| it was to be 


tax as a final tax or not. (Romlah) 
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Ifan incentive scheme such as this was offered, staff were apparently 
motivated to act guickly. One participant reported her fascination that a less 
experienced staff was able to produce comprehensive mapping of taxpayers' 
businesses: 

That, for me, was fascinating. When the supervisor, how should I say 
it, gave an incentive, the fact was, in the field, those kids acted much 
faster than what I initially thought. I was in one of the sessions, and 
was wow, this guy was very good. A junior staff who, I must apologise, 
had much less experience compared with me, but he was able to do 
mapping on all of those things so guickly. Where did you get all the 
information? He apparently did a Google search and other searches 
everywhere. That was only the beginning. (Romlah) 

Another participant, Siti, noted that when she worked at one of the 
STOs during the pilot project initiative, she could go freely to other divisions 
to learn from her colleagues. She remembered that what she did was 
encouraged by her supervisor when she was advised that being unskilled in a 
certain area of tax was not something to be ashamed of. She was encouraged 
to ask guestions of anyone she considered more knowledgeable. In Siti's case, 
the knowledge sharing happened informally, rather than through formal in- 
house training organised in the LTO as experienced by Romlah. Regardless of 
its form, knowledge sharing took place in both the STO and LTO nonetheless. 

A desirable effect of this knowledge sharing was that it stimulated 
innovation. Romlah, for instance, described a training session she attended 
with a Singaporean expert in the oil industry as the training facilitator. She 
added that one outcome of that training was that one of the ARs wrote a 


guide on business processes in the oil industry and its taxation arrangements. 
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Another innovation was the introduction of the accelerated refund. It was 
recognised that one of the problems was that all taxpayers claiming refunds 
were audited. This was undesirable, especially for exporters. A simplified 
refund programme was then introduced, which improved taxpayers' cash flow 
and reduced the resources allocated to audits. Later, this initiative was 
codified into tax administration law as article 17C of Law No 16 of 2009. 
Here, it can be seen that when a pilot office was able to attract 
gualified and motivated staff and provide them with the correct blend of 
incentives, this in turn stimulated them to be innovate. In this case, the role of 
supervisors was essential to create a situation in which knowledge sharing 
could take place. This situation led not only to better gualified staff, but also 
staff willing to share their knowledge with others. This made it possible for a 
success story to be replicated elsewhere. Here, it could be seen that providing 
monetary benefits alone may not be sufficient to bring out the best in people. 
In this case, in addition to the pay rise, performance recognition was given in 
the form of opportunities to study overseas or participate in training. 
Recognition, after all, has been seen as more important than money in 


motivating employees.'” 


C Concept 3: Thorough Examination of the Penalty System 

In addition to providing rewards as described in the previous section, 
a fair penalty system was put in place. If a staff member allegedly violated an 
applicable rule, a thorough investigation of the causes of the breach was 
carried out. Romlah, for instance, recounted an incident in which she was 


involved as part of the investigative team. The incident involved an AR who 


705 Marcus Buckingham, 'What Great Managers Do' (2015) (Fall 2015) Harvard Business Review OnPoint 
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was accused of causing a taxpayer to receive their Notice of Tax Overpayment 
Assessment late. This event triggered interest to be accrued and paid to the 
taxpayer. On the tax office side, a penalty had to be imposed on those who 
had caused the late payment, as the interest payment was seen as detrimental 
to the state's financial position. Romlah recalled that the penalty was, 
however, not imposed on that particular staff member because at that time, 
due to lack of a clear procedure, it was not certain who had the responsibility 
to send the notice. It was concluded that this uncertainty was the reason for 
the misunderstanding that eventually led to the incident. It was concluded 
that although there had been wrongdoing, it was caused by an inevitable 
condition that made the procedure unclear. Although it was clear that a 
particular person was in the wrong, the cause was investigated and the whole 
investigation process therefore was conducted in a fair manner. Here is 
Romlah's recollection of the incident: 
A taxpayer lodged a tax return and claimed a refund ... The thing is, at 
that time, if there was a Notice of Tax Overpayment Assessment, who 
was authorised to post it—the AR or the general affairs division? 
Because there was no standard operating procedure, the AR contacted 
the taxpayer ... 'Sir, your refund has been completed. Would you like 
to collect (the assessment notice) or would you like me to send it to 
you?' In the end, the taxpayer collected the notice but it was too late. 
Under the applicable rule, that AR was clearly wrong (because the 
taxpayer received the assessment late) and punishment should be 
imposed. But it was the inability of the organisation to provide tools 
that resulted in a tax officer being in a disadvantaged position. In the 


end, we communicated this to Internal Affairs. Legally, this person (the 
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ARI was guilty, butit was not he that started it. It was the organisation's 
mistake in failing to provide a clear procedure and in the end, the case 
was concluded with a mutual understanding ... (and| punishment was 


not imposed on that particular officer. (Romlah) 


D Concept 4: Supportive Supervisor 

The concept of supportive supervisor is related closely to the concept 
of fair process of penalty, in the sense that such a process will most likely 
occur in a system where supervisors are supportive towards their 
subordinates. Two themes emerged under this concept: exemplary actions 
and care. 
1 Being Exemplary 

This theme generally stems from the customary tradition of 
Indonesian bureaucracy where the relationship between supervisors and their 
subordinates is similar to that of a father and a child.'”8 As children normally 
look to their father, the ability of the father to set a good example is essential 
as he acts as a point of reference. A superior in essence could be seen as 
acting in a similar manner when a subordinate acguires a standard of 
judgment'” to guide their own behaviour.'8 This can be seen in the following 
event. Here, Darus—who was at that time the head of a tax office—was such 
a point of reference. This for example can be seen when Darus described a 
situation when he was confronted by his colleagues as a 'thorn in their side' 


because he worked in an office where integrity was the main concern, which 
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was generally in contrast with the mainstream behaviour at the DGT at that 
time. However, even within his own office, there was a move to return to the 
traditional behaviour of corruption, which was still practised elsewhere within 
the tax office. 

Darus then described his experience when he was approached by one 
of his tax auditors, seeking permission to extort financial benefits from 
auditees. Darus disagreed and maintained that this would mean that all the 
hard work they had done—-referred to in the guote as sacrifice—would be in 
vain. Darus's decision to deny his auditor's reguest provided a sign that the 
reguest was unacceptable, contrary to the corrupt situation surrounding the 
DGT at that time. It was indeed in a context like this that the ability of a 
supervisor to set a good example was crucial to keeping the pilot project on 
the correct path. 

Some said that the tax office had changed: on the contrary, some may 

see itas athorn in one's side, so to speak. It was seen as not being 

together with others. Between guotes, of course. So I'd say that it was 
not... not... not ... what do you call it? It was not an easy journey. Even 
two, three years later Jafter the pilot offices were officially establishedi, 
people started to cast doubt. Because perhaps they saw that their 
colleagues were still doing that (corruptionj: meanwhile we were not. 

'Mr Darus, we got big fish' was how they expressed it. 

And then I said to them, 'Now, let me ask you something, just once'. 

Itis up to you Sir, just you. Just say the word GO, come on Sir'. 

They were open (to meJ. And then I asked them, 'In that case, I'II ask 


you. Have you been feeling you are making a sarcrifice?' 
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'Absolutely, Sir. We've been fasting for a long time. We never have an 
Eid celebration (Eid is a day on which Muslims celebrate after 
completing a one-month fasting period during Ramadhan. This is the 
time when they are allowed to again have meals during the day. Here, 
fasting was referred to as not taking money from taxpayers, and Eid, 
therefore, was the time to start taking illegal payments from taxpayers 


again|'. 


| said, 'If you've been making a sacrifice all these years, then you'll only 

waste it (for nothing) on this very day. If you really want to do that, 

why didn't you do it early on. If I say, that is the sacrifice'. (Darus) 

A useful framework to understanding Darus's experience is the force 
field framework proposed by James and Edwards. Under this framework, 
James and Edwards argue that tax reform is a dynamic process that 


continuously adapt to changes to obtain an optimal position (Figure V.1).'? 


Pressures for change bu Status guo ml o— Resistanceto change Optimal position 


Modified pressures for Modified resistance to 
Imperfect outcome 
change change 


Changing optimal 
position 


Path to tax reform 


Figure V.1 The process of tax reform: the force field approach"! 
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As the tax system (the status guo) in Indonesia at the time when the 
project reform was initiated was considered not an optimal position— 
particularly due to the massive corruption—there were pressures to that 
system to change. In the Indonesian context, these pressures materialise as 
internal and external pressures (more detailed discussion on these two factors 
is presented in Section III of this chapter). 

As in any change, some parties might be worse off because of the 
change and they would likely to press their case to resist the change. In 
Darus's situation, a resistance to change for example can be seen when he 
was confronted by his colleagues that he was a thorn and when he was 
persuaded by his auditor to authorise taking illegal payments from taxpayers. 
Another example is found when Darus was persuaded by his colleague to 
exclude certain taxpayers from the pilot project (a more detailed discussion is 
presented in Section II.F in this chapter). In the end—as also seen in the 
Indonesian pilot project reform—the change prevailed, although the resisting 
group still maintained an influence to deflect change from the optimal 
position. This resulted in an imperfect outcome, which generally was a 
compromise between the two opposing forces. In the Indonesian context, this 
compromise results in a tax administration system—although the DGT uses 
both an internal and external monitoring and control system'''—that is 


nevertheless still prone to corruption.'"? 
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2 Caring Supervisors 

Another key important theme under this concept is caring supervisors. 
This was evident, for instance, when one of the participants, Siti, was grateful 
when she had a supervisor who believed that it was acceptable for his 
subordinates to not know about certain technical issues: 

| was lucky that I was assigned to an office that was led by a person 

and head of section that made certain conditions where if you do not 

know anything, it is not a sin. You're not doing wrong. If you ask 
guestions, you're a great person. If you cannot do something, then 
ask, that is good. Hence, in-house training went fine. There were no 

ARs who felt too proud to ask guestions of their colleagues ... Between 

sections, the relationship was guite close. (Siti) 

In Siti's experience, her supervisor understood her condition: she felt 
rather nervous as she was worried that she was not as skilful as her colleagues 
at work, which triggered the condition that made it possible for employees to 
exchange knowledge. This, as Siti acknowledged, helped her improve her 
performance significantly. She admitted that she initially knew only income 
tax rules, although her job reguired her to have familiarity with other types of 
tax as well. The support provided by Siti's supervisors for her to learn more 
encouraged her to explore from her colleagues issues where she felt her 
knowledge was lacking: 

| was in Waskon I (Waskon was the name of a section in the DGT), I 

learnt from Waskon III, learnt from Waskon IV. For revenue 

optimisation | learnt from Waskon IV. To learn IT ... learning how to 


sort data, selecting which taxpayer to be visited effectively, I learnt 
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from Waskon II. To analyse large taxpayers ... | learnt from Waskon III. 

(Siti) 

Another indication of this support was provided by Romlah when she 
recalled the time when the pay rise was only promised, as the cash had not 
yet been paid to the staff. She witnessed that her supervisors were willing to 
go beyond what was considered normal activities. She said that her 
supervisors 'lobbied at lunches with ... key officials at the state budget office'. 


This was simply not possible in a non-modernised office." 


E Concept 5: Positive Working Environment 

Having supportive supervisors, a fair penalty system and a suitable 
reward scheme in turn facilitated a positive working environment. This 
encompassed concepts such as togetherness, a good teamwork, considerate 
closeness, and a sense of spirituality as well as religiosity. This section 


discusses these issues. 


1 Togetherness 

One of the key factors at pilot offices was that it was realised that the 
success of the project relied on the willingness of supervisors to 'open their 
doors' to everyone else at the office. This was difficult to achieve in non- 
modernised offices because they followed a system that relied on a 
hierarchical top-down approach, as commonly found in most Indonesian 


public administration offices.''' Darus, when speaking about difficulties 


13 Non-modernised office refers to atax office that is not part of the pilot project. At the time of the 
pilot project, these offices comprised the majority of the tax office. 
114 Azhar Kasim, 'Bureaucratic Reform and Dynamic Governance for Combating Corruption: the Challenge 


for Indonesia' (2013) 20(1) Bisnis & Birokrasi 18. 
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caused by this system, felt that there were barriers between staff and their 
superiors that needed to be dismantled. He said: 

IWje felt that to meet the head of a regional office was like 

(unthinkableJ ... it used to be like that. So staff could only meet the 

head of section where he works. A head of section could only meet his 

direct supervisor, it was like that. And that was perhaps something that 
needed to be addressed. (Darus) 

This type of relationship was apparently common in Indonesian public 
service bureaucracy because of the influence of Javanese culture.” In line 
with this culture, the supervisor-subordinate relationship was freguently seen 
as similar to a father-son relationship. As a conseguence, a supervisor held a 
key position in the organisation as employees were often seen as mere tools 
who complied with their supervisor's direction. It also had the conseguence 
that a supervisor provided certain protection—as a father does—for his 
subordinates. This caused a feeling of submissiveness driven by fear as an 
employee's work or behaviour was constantly assessed by their supervisor. 
Further, it resulted in a lack of upward feedback for decision makers.''$ 

This system apparently propagated barriers between supervisors and 
subordinates, creating a certain social distance between them.'” Darus 
believed that such barriers made it difficult for him to promote a sense of 
togetherness and unity, which he saw was important to facilitate knowledge 
sharing and teamwork. Therefore, when he was assigned to one of the pilot 


offices, the first thing he did was try to minimise those barriers. The key to 


115  Dwiyanto and Kusumasari, above n 706. 


116 Kasim, aboven 714. 


17  Sunet al, aboven 298. 
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having a successful office, he believed, rested on the willingness of people to 
help one another and that everyone needed to feel that they were in the same 
boat. Thus, he asserted, there should be no barriers between staff and their 
supervisor: 
| always said that in these jobs, if this language is to be used, I never 
set myself differently as a head of the office, or head of a section. 
These barriers needed to go. Or I said, what if we got rid of these 
barriers. Sometimes, they (the barriers) made us arrogant, they made 
us feel like a super person. But when they were open ... bam ... I mean 
not that we opened physically. It was deep in our hearts that we 
needed to open. That the success of our job depended solely on 
ourselves. Who are we? You, I and everyone else. Because I was 
nothing without all of you. That what was needed to be understood 
so that everyone felt that ... and if we talked about this, we always 
referred to the whole office. Just imagine ifa mistake was made Jat the 
officel, then it was the mistake of the whole office. Hence, I said, we all 
had to be good people. I kept saying that ... Second, we tried to get 
rid of those barriers, so that general staff could come directly into my 
office. We even had sport games after Friday prayer, playing games 
together, badminton, all of those things ... Islo that we were one. 
(Darus) 
Another participant working at a regional tax office, Romlah, 
mentioned that her supervisor shared current events relating to the 
development of the pilot offices. This made her feel close with and involved 


by her supervisor: 
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In that common room we shared (what we knewj, and being updated 

by our supervisor regarding the current development up to that point 

in time ... What made us happy was that every single development was 
informed to us. (Romlah) 

Siti noted that this situation occurred because she had a supportive 
supervisor so that 'between sections, we were guite close'. She, who at that 
time worked at an STO, remembered that barriers among divisions at her 
office were mostly non-existent: 

| felt at home in all sections. | was everywhere ... meaning what? | 
needed everyone. It was beneficial for me and I felt it was just fair when 
... Nike it was the job of the data processing to record tax returns. Then 
| said, 'Do you still have many tax returns to record?' I needed it too 
because I didn't want to see my computer screen blank because tax 
returns had not been input into the database. So when they 
distributed the tax returns (to be recordedj I volunteered and was 
given a full trolley ... There were many benefits for me. Like when those 
guys found particular data (concerning one of my taxpayersl, I was 
personally summoned. Here I have data about your taxpayer. I once 
was able to obtain four billion (in tax paymentsl from an event just like 
this. (Siti) 

The sense of togetherness was apparently due to the fact that at the 
time the pilot project was initiated, facilities were generally limited, causing a 
feeling that they were in the same boat. This can be seen for instance in an 
experience described by Romlah: 

ITjhere was a building but the facilities were very limited. There was a 


point at which we discussed recruiting cleaners, security officers and a 
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secretary facing a round table as we did not have any other room 

except a room with a size of 4 x 4 (metersJ. There, Echelon III, Echelon 

IV gathered Jan echelon is a formal position who coordinates several 

subordinates in an Indonesian government organisation. At the DGT, 

an echelon ranges from Echelon IVa (lowest position, such as a head 
of a section) to Echelon Ia (highest position, such as the DGT Director 

General)) ... It was a bit sad as we had such a small space, but we were 

happy. This was because the atmosphere was very conducive Ifor 

comraderyjl. All parts were united, auditors, staff, our supervisors— 
there was virtually no gap. If there was an event, we discussed it sitting 
on the floor in the common room. Every month a meeting was held, 
there was a kind of ... sharing session ... what was fascinating for me 
was that there was no communication gap at all, no barriers between 
staff all the way up to the Echelon II (head of the regional office). 

(Romlah) 

This statement implies the importance of togetherness. In pilot offices, 
the barriers between staff and supervisors that were often experienced in non- 
modernised offices were removed. This strategy resulted in a sense of 
togetherness and at the same time promoted a sense of unity, which was 
important to facilitate knowledge sharing (discussed in B.2) and teamwork 
(discussed in 2 below). Here, staff member were being offered the chance to 
feel that they were part of a bigger process. This provided signal that the DGT 
considered their staff member as an important part of the organisation and 


not simply as—in Ariely's words—'cogs in a wheel'.'8 However, the concept 


18 Dan Ariely, Payoff The Hidden Logic That Shapes Our Motivations (Simon & Schuster, Inc, 2016). 
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of togetherness described in this section must be viewed in the context of 


considerate closeness, as discussed below. 


2 Teamwork 

Previous sections outline how Indonesian bureaucracy—including at 
the tax office—used the hierarchical top-down approach, resulting in gaps 
between supervisors and subordinates. This was because there was a sense of 
reluctance as a result of the formal distance that needed to be maintained by 
subordinates from their supervisor. Therefore, in a non-modernised tax office 
it was rather uncommon for staff to directly express opinions to their 
supervisor. In section E.1 in this chapter, it is outlined that this situation was 
addressed at the pilot offices by promoting togetherness, which was 
considered important to encourage teamwork. Teamwork, a collaborative 


activity to attain a certain goal''? with team members supporting one 


0 721 


another,”?9 was known to be essential for improving productivity”?' and 
organisational performance.'?? 

The usefulness of teamwork was recognised as essential in improving 
staff performance at the pilot offices. Siti, for example, recalled that teamwork 


was often relied on in her office as a way to improve overall performance: 


119 Mai Ngoc Khuong and Bui Diem Tien, 'Factors Influencing Employee Loyalty Directly and Indirectly 
Through Job Satisfaction — A Study of Banking Sector in Ho Chi Minh City' (2013) 1(4) International 
Journal of Current Research and Academic Review 81. 

120 Beatrice J Kalisch and Hyunhwa Lee, 'Nursing Teamwork, Staff Characteristics, Work Schedules, and 
Staffing' (2009) 34(4) Health Care Management Review 323. 

121 Jalal Hanaysha and Putri Rozita Tahir, 'Examining the Effects of Employee Empowerment, Teamwork, 

and Employee Training on Job Satisfaction' (2016) 219 Procedia - Social and Behavioral Sciences 272. 

122  Mafini Chengedzai and David R. I. Pooe, 'The Relationship Between Employee Satisfaction and 


Organisational Performance: Evidence from a South African Government Department' (2013) 391) 


South African Journal of Industrial Psychology 1. 
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Teamwork was not just what was written on banners. ... As an example, 
| was not good at property tax. To learn it, it was impossible for me ... 
| had to do tax revenue optimisation. I needed to know only the basics 
... (Then I askedj 'Sister, could you help me with property tax? ... You 
have good knowledge of property tax, if my taxpayers (referring to 
taxpayers under her care) have issues with property tax, could you 
please handle it? Just to be sure that they will be in good hands. In 
exchange, do you have taxpayer data to be analysed? Financial 
statements for income tax, let me do the analysis. Under whose name 
was it? Hers (referring to her colleague's namej'. No problem, she 
helped me out (with property taxJ. If she obtained tax revenue because 
of the analysis that I did for her, it would be under her name, and that 
was absolutely fine because if she did not help my taxpayers, my work 
would have been a mess. (Siti) 

Teamwork did not have to be formal as it could simply involve helping 


each other out,'2 


as was evident when Siti helped her colleague analyse a 
taxpayer's financial statement. In doing so, she gained new knowledge as well. 
Siti noted that 'Most of my taxpayers were merchants, but this (taxpayer) was 
Iprovidingj a service, so then I learnt that taxpayers in the service industry had 
a different nature'. It can also be seen here that what was regarded as 
teamwork at pilot offices did not necessarily have to involve a formal team, as 


evidenced in Siti's experience above. Siti felt that this informal approach was 


more productive for her as it allowed here to complete more tasks. 


723 Kalisch and Lee, aboven 720. 
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Thus, it can be seen here that simple teamwork could in fact help 


724 and at the same time facilitate knowledge sharing. 


improve productivity 
This is in line with Section B.2, although knowledge sharing, which took place 
informally in Siti's situation, was formalised as regular meetings to which 


external speakers were sometimes invited. 


3 Considerate Closeness 

As noted in E.1 above, togetherness was considered important in 
minimising the gap between supervisors and subordinates.'” It is interesting, 
however, that this sense of togetherness did not mean that staff could treat 
their supervisors as if they were friends. Darus, for example, noted that his 
subordinates were still reguired to approach him with a degree of respect. He 
said that 'it did not mean that they lost respect (for their supervisorsl, they 
still maintained it'. Similarly, Romlah recalled that although she felt welcomed 
by her supervisor, she knew that there were still limits that she needed to 
observe: 

(Our| Supervisor was very open ... he was ready to accept us ... but 

then we also knew our position as subordinates, at the boundaries— 

at which point we could freely get our messages across and at which 

point we should not do that. (Romlah) 

These participants identified that although they felt welcome—and it 
was intended to be that way—they felt that the freedom had to be embraced 
ina considerate manner. This concept of considerate closeness aligns with the 


top-down approach generally followed in Indonesian bureaucracy.' 


124  Hanaysha and Tahir, aboven 721. 


125 See discussion on page 168. 
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Interestingly, Darus's account generally was in line with the notion of respect 
(urmat, adji), which is one of the fundamental value principles in Javanese 
culture—although it was known by the researcher that neither Darus nor 
Romlah were Javanese.” This supports the idea that Indonesian bureaucracy 
was influenced by indigenous values, in which the paternalistic Javanese 
system has the strongest influence.'2 

In a Javanese community, the concept of hierarchical seniority is 
essential. Those who are considered older—not only in terms of age but also 
social status—are expected to ngemong (provide guidance) to those who are 


72 Older children are expected to maintain a respectful 


seen as younger. 
distance from their father and approach their father on a formal basis,” 
unlike the egual relationship often observed in Western—particularly 
American—culture.”! These children are reguired to speak to their father in a 
cautious fashion using a soft tone because fathers are considered distant 
figures and models for imitation. As such, their father needs to be treated in 


a respectful manner.? Fathers also have the role of asah (teaching and 


727  Hildred Geertz, The Javanese Family: A Study of Kinship and Socialization (Free Press of Glencoe, 1961). 
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modelling) for their children.” This results in a condition where children have 
a sense of submissiveness, acknowledging their father as a person of 
authority. When applied to a bureaucratic system, this approach results in a 
top-down system that lacks feedback flowing from subordinates to decision 
makers as there is a certain distance that separates the two.'“ In a broader 
context, this is similar to the concept of social distance briefly touched on in 
Section E.1.'8 

In the case of the pilot project, although togetherness was seen as an 
important factor, it was also considered important to maintain a particular 
level of reserve to distance oneself from one's supervisor. This was referred to 
as having respect or maintaining boundaries. This reserve (retained perhaps 
for cultural reasons) was managed in such a way—predominantly by 
promoting togetherness—that feedback could still be exchanged bi- 
directionally between supervisors and subordinates. This resulted in a system 
that maintained a balance between having respect and retaining closeness at 
the same time. 
4 Spirituality and Religiosity 

Another important issue raised by participants in this research was 
spirituality—defined as a specific form of work feeling that energizes 
action”f—and religiosity. It had been suggested that motivation to perform 


better in the job was an important factor in employees' general 


733 Hakim et al, aboven 729. 


734 Kasim, aboven 714. 
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performance.” Motivation could be achieved when a person viewed the work 
as a calling rather than a mere job,” as this could increase a person's 
commitment towards the job.” In this context, Karakas showed that 
spirituality was important in improving organisational performance: first by 
enhancing wellbeing and guality of life: second, through a sense of purpose 
and meaning: and last, by providing a sense of interconnectedness with the 
community.“ 

Spirituality, however, was different from religiosity. While spirituality 


was described as an inclusive and universal human feeling,'"' 


religiosity 
included having belief in God or a deity and participating in activities that 
belonged to a certain faith.'”2 As workers generally brought their entire selves 
to work, people with a religious affiliation normally had their work 
behaviour affected by their religious preference, such as praying at work 


regularly.'4 This, for instance, was acknowledged by Rosa who believed that 
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completing herjob professionally was part of her worship ritual or an account 

made by Siti, who saw religiosity as a missing factor when her performance 

was poor: 
For me, tax revenue intensification and being able to add money to 
the state revenue account ... I considered them charity. Now, my 
intention to add a sum of IDR 1,000 to the state revenue account is 
like doing charity for 250 million Indonesians. My criticism of myself 
during my first year as an AR, where I could only obtain 754 (of the 
revenue target assigned to me) because when I worked ... official 
business ... I did anything ... I did those things by leaving God behind. 
| never asked God to come with me when | attended meetings ... I 
never had a chat with God, never asked for help, not one bit. I felt that 
| was smart, that | could do it. ... In my second year, I tried to ... 'Oh 
God, please be with me, I'm going to issue Tax Collection Letter... I 
still needed to collect several billion, but all Iam doing now is issuing 
letters worth hundreds of thousands ... “Give me your blessing' ... There 
was this particular letter, only worth IDR 100 thousand (of tax revenue. 
Long story short, that particular taxpayer claimed a tax credit of only 
IDR 100 thousand but it resulted in a tax refund. Conseguently, that 
taxpayer was subject to an audit under article 17 (all taxpayers 
claiming refunds in Indonesia were subject to audit, which needed to 
be completed within one yearJ. That audit resulted in an assessment 
of more than IDR 1 billion. The taxpayer came to me a few times trying 
to negotiate whether the assessment could be reduced Jillegallyi. 


Thank God we decided (not to takel that initiative. In the end, he paid 
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the tax assessment Iin fulll. It was all because of only IDR 100 

thousand. (Siti) 

In this context, therefore, it can be understood that the participant's 
faith had led her to a sense of pride in her work as she saw herjob as a way 
to do the teachings of her religion. This is illustrated in the situation where 
she would not mind paying work expenses using her own personal money 
without being reimbursed: 

At that time, there was no SOP. This meant inputting tax returns (into 

the databasel ... printing out tax assessment letters and tax collection 

letters Imanuallyj ... one phone line for 40 people, so it was often that 

II) used Imyj personal phone credit. But this was no problem. ... (ln aj 

month I could pay phone credit of a hundred thousand to five hundred 

thousand (in Indonesian currencyJ. Facilities were not perfect, but JII 
enjoyed the job very much. (Siti) 

It has to be noted that this guote referred to the time before the pay 
rise had been provided. When Siti was asked if her willingness to use her own 
personal money related to that period, she admitted that it was the case: 

Researcher : When you paid the phone credit personally, was it 

before you received what was promised (the pay risel? 

Participant : Yes, not yet. 

Researcher : And yet you did not mind? 

Participant : Nota problem at all. (Siti) 

The Islamic tradition, the religion embraced by Rosa and Siti, praised 


hard work and emphasised cooperation. Consultation was essential to avoid 
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mistakes and alleviate problems.'”5 The value of particular work was judged 
based on the intention of doing it. As such, the Islamic work ethic was found 


to positively affect organisational commitment” 


through identification (pride 
in the organisation), loyalty (sense of belongingness) and involvement 
(absorbing one's role). Hence, participants' religiosity may have contributed 


to their stronger commitment towards their job at pilot offices. 


F Concept 6: External Pressure 

The next concept raised by the participants was the importance of 
external pressure. While concepts 1-5 were mainly derived from the officials 
in the pilot tax offices, concept 6 worked at the other end of the continuum. 
Without the external pressure from the IMF, the pilot project might not have 
proceeded well. This concept can be traced back to the Lol sent to the IMF in 
which the Indonesian government outlined the importance of tax 
administration reform.'8 As a starting point, the Indonesian government 
committed to establishing an LTO in 2002.”? This Lol contained details of 
milestones to be closely monitored. Darus, who was a member of the team in 
charge of the LTO's formation, remembered that sometimes the IMF's 


presence meant bypassing hierarchical procedures: 
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If we needed to draft a Ministry of Finance regulation, for instance, on 
organisational matters, then it was drafted, written, not through the 
Director General—that mechanism was not used—Ffinstead| we 
directly went to the Minister of Finance. So it was a blessing (in this 
regardj. However, sometimes we had disagreements (with the IMF 
about certain things (that they demandedj that were just not 
implementable Jin Indonesia). (Darus) 


Interestingly, he also recalled that he had made enemies during the 


pilot project. He mentioned that there were attempts to prevent a certain 


taxpayer from being listed as one of the taxpayers-to-be managed by a pilot 


office: 


It (Darus referred to the pilot project he was heading) made us have 
many enemies. First, our own colleagues ... (who hadj the expectation 
.. to go back fto the corruptive behaviourj ... Second, from the 
taxpayer's side. Not everyone was happy (about being included in the 
pilot officeJ. There was someone, (who triedj to make a deal (so that a 
particular company was not included in the pilot project| .... And ... it 
Inot to include a certain taxpayer in the pilot office| had become a new 
business. (Darus) 


In this context, according to Darus the IMF provided a degree of 


protection so that ' ... people did not even dare to interfere (with the reform 


project! ... including those from within'. 


It can be seen here that the IMF's presence was important to speed up 


the reform and to provide a degree of protection to ensure the continuity of 


the reform project. Thus, having the protection from an international agency 
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such as the IMF is important for a reform project to succeed, particularly in a 


developing country like Indonesia. 
NI THEORETICAL CONSTRUCT 


This section integrates key concepts outlined in the preceding Section 


Il above in the core theme 'the soul of reform'. 


A Non-Operative Militancy 

The reform took place at a time when the Indonesian economy was in 
recession and the tax office constituted a corrupt environment. At that time, 
if one was not part of the (corrupt) system, one would be singled out. This 
often puts people in a politically difficult situation. Jono, a participant who 
later held a top position at the DGT, admitted that if he was not part of that 
corrupt system at the tax office, he guite possibly would not have become 
what he is today. 

Nonetheless, some were uncomfortable with this corrupt environment 
and wished not to be part of it but because it was politically difficult to do 
otherwise, they remained silent. They had what is referred to here as 'non- 
operative militancy': staff having the original intention to change but choosing 
not to do so. The recruitment described in Section II.A was aimed at recruiting 


tax officials with this attribute.” 


B Internal Factors 

As mentioned, the recruitment resulted in staff who were willing to 
change. A participant reflected that his staff were already skilled so he only 
needed to remind them that they basically were doing the same thing in a 


different way. His encounters with his staff were mostly not about taxation, 


150 See discussion on page 152. 
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but instead were predominantly about listening to their concerns, giving 
encouragement and building teamwork. 

In this case, it was critical for supervisors to be caring and to set a good 
example. Darus admitted that providing an example and being true to his 
word were his ways of upholding integrity. A caring and exemplary supervisor 
was essential in forming a positive working environment, a situation that 
fostered innovation, togetherness and teamwork. This was made possible 
when the supervisors in the pilot project were willing to remove barriers often 
seen in traditional bureaucracy in Indonesia. This instilled cohesiveness as a 
result of teamwork and togetherness, which was important for improving 
knowledge exchange and innovation. These factors, collectively named 


'Internal factors', improved staff morale and performance. 


C External Factor 

Also important in this case was the intervention of the IMF. This 
intervention acted as a catalyst (facilitating, and providing time and 
opportunity) for the transformation to take place. This further enhanced 
performance of the project. However, without the self-awareness to change 
(referred to as 'non-operative militancy' above), the IMF's intervention would 
not have been sufficient. 
D Core Theme: The Soul of Reform 

Generally, people carry out a certain behaviour if they are confident 
that the behaviour will result in a valuable outcome (attitude): other people 
they consider important will likely approve the behaviour (subjective norm): 


and they are capable (perceived behavioural control) and have the necessary 
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resources (actual behavioural control) to perform the behaviour (Figure 


V.2).751 


Attitude towards 
behaviour 


Behavioural beliefs 


Normative beliefs Subjective norm Intention Behaviour 


: | Perceived | 
Control beliefs : j 
behavioural control 
Actual behavioural 
fetojayu Ko) 


Figure V.2 Theory of Planned Behaviour752 
The common practice at the DGT when the pilot project was initiated 
made it difficult for those wishing to abstain from corrupt practices. There was 
pressure to engage in corrupt practices, particularly on staff in technical units. 
Further, there was fear of undesirable conseguences such as being transferred 
to a remote location or being singled out, if one opposed that pressure (Figure 


Va 
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Figure V.3 Negative effects on subjective norm and perceived behavioural control 


The pilot project offered a different environment. Officials in that 
project felt less pressure to engage in corruption. This improved their belief 
that change was possible. External intervention from the IMF along with 
positive internal factors—such as a supportive supervisor, a better reward and 
punishment system and a positive working environment—provided resources 
for change to take place (Figure V.4). These key factors are collectively referred 
to as 'the soul of reform' (Appendix 1).754 The next section provides a summary 


of key findings and concludes this chapter. 


754 This terminology is used by Darus during one of the interviews in this study in his critigue towards 


the reform that started in 2002. Darus believed that while that reform was able to establish a new type 
of tax office based on the administration system derived from the pilot project, it did not, however, 
have the key factor that he witnessed during the pilot project. He called this missing factor 'the soul 


of reform'. 
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Figure V.4 Positive effects on subjective norm and behavioural control 
IV CONCLUSION 


This research set out to address concerns that, despite an increasing 
rate of GDP and tax administration modernisation, Indonesia's tax-to-GDP 
ratio in 2007 to 2015 had been decreasing. To examine the reasons for this, 
the research began by examining the Indonesian taxation system reform pilot 
project. Outcomes from this research are of interest to the Indonesian 
government and others because, first, the administration principles currently 
applied in the DGT were derived from that project, and second, that project 
resulted in increasing tax revenue in a less favourable environment in terms 
of corruption and general economic conditions. 

This chapter has addressed the first research sub-guestion 1, being 
the aspects of tax administration that were essential in the success of the pilot 
offices. The findings presented in this chapter reveal that one of the important 
aspects of the pilot project was its ability to recruit staff who were committed 
to change in the organisation. They were then exposed to internal factors that 
were conducive to improving their work guality. Unfortunately, the project 


was also seen as a 'thorn in the side' and often subject to threats, either 
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internally or externally. In this sense, the IMF provided a degree of protection 
to ensure the continuity of the project. 

The main findings from this research indicate that for a reform to 
succeed, both the intention to change and positive external and internal 
factors are essential. External factors, however, act only as catalysts, ensuring 
the change process continues. Thus, without the intention to change and 
positive internal factors, external pressure may not have a significant effect. 
These findings are used in Chapter VI as a starting point for examining how 


current tax administration is managed. 
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CHAPTER VI 


MODEL DEVELOPMENT 


CHAPTER VI 
MODEL DEVELOPMENT?5 


I INTRODUCTION 


As outlined in Chapter IV, this book adopts a two-step strategy to 
address the research guestions presented in Chapter I (see Chapter I, Section 
II). A summary of findings of stage 1 of this study is presented in Chapter V. 
Stage 2 then attempts to transfer these findings to the current situation at the 
DGT. This stage is aimed at identifying lessons learnt using concepts from 
stage 1 as a starting point and using these lessons to provide feedback 
regarding current tax administration (see Figure IV.6 in Chapter IV, II.C.1). 

For this purpose, 17 in-depth interviews were conducted with 12 
participants who had an ongoing interaction with the DGT, either as tax 
officers, trainers or taxpayers (see Table IV.5 in Chapter IV, Section II.C.3). This 
chapter provides a summary of the concepts that emerge from this series of 
interviews, which generally address sub guestion 2 (identifying the differences 
between the tax administration applied at the pilot offices and the tax 
administration currently practised, why do these differences occur and how 
the current administration can be improved) and sub guestion 3 (evaluation 
of how the DGT should be managed based on the views of tax officials). It 


presents an analytical perspective on certain factors that might undermine the 


155 This chapter draws heavily from Prasetyo, Kristian Agung, 'Developing a Model for Enhancing the 


Indonesian Tax Administration System' (Paper presented at the 30th Australasian Tax Teachers 
Association Conference, Melbourne, 17-19 January 2018) 


«https://www.monash.edu/. data/assets/pdf file/0007/1256947/A-Prasetyo-ATTA2018.pdf». 
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performance of current tax administration in Indonesia. These factors are 
presented as two broad categories: internal and external gaps (Table V.1). 

These factors were constructed through analysis of data that were co- 
created by the researcher and the participants. They provide an experiential 
view of the research participants regarding how tax administration in 
Indonesia is currently managed. They also provide an abstract and conceptual 
view of the participants' experiences. However, as they are developed based 
on the participants' accounts, they are specific to the participants in this 
research only. It is also important to note that not all participants experienced 
all categories outlined in this chapter. Further, there was variation across 
participants in the ways the factors were experienced. 

Although these factors intersect and overlap one another, in this 
chapter, they are presented and explained in separate sections. Participants' 
guotes are used in these sections to illustrate that the concepts are grounded 
in the data. Chapter VI concludes with a discussion of how these categories 


relate to one another. 


Table VI.1 Analytical categories: stage 2 


Category Description 
Category 1: Internal gaps 
Expectation Gap A: staff expectations 
Gap 1 The discrepancy between the expectations of staff 
about their supervisor's behaviour and the 
behaviour that they actually observe on a daily basis 


Gap 2 The DGT's difficulties in delivering supervisors 
whose abilities meet staff expectations 
Gap 3 Whether behaviour that is expected to feature in a 


supervisor in fact can be seen in reality 
Expectation Gap B: supervisor expectations 
Gap 4 Supervisor's expectations about their staff's actual 
behaviour 
Communication gap 
Gap 5 How the DGT communicates with its employees 
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Category Description 
Category II: External gap 


Gap 6 The discrepancy between taxpayer expectations 
about DGT performance and the performance that 
they observed 


1 CATEGORY I: INTERNAL GAPS 


Being a leader means setting a good example. (Darus) 


The gaps in essence cover several shortcomings felt and described by 
the participants in this research in their daily activities relating to the tax office. 
This category constitutes the main finding that encompasses many other 
categories arising from the participants' accounts. Further, these gaps lay the 
foundation for explaining the participants' experiences. They present 
shortcomings that were felt, but nevertheless left unsaid, by tax officials, both 
from the staff and supervisor side, and taxpayers. As such, the gaps cover 
multiple sides of the story. 

Concepts covered in this category may affect staff performance and in 
turn, potentially undermine overall tax office performance. As such, they may 
become hurdles in the DGT's attempt to optimise revenue collection in the 
future. 

A Expectation Gaps 

1 Expectation Gap A (Staff Expectations): Gap 1-Gap 3 

(a) Staff Expectations—Supervisor Observed Behaviour: Gap 1 
In an ideal working environment, staff would see their expectations 


about their supervisor's behaviour being met. As a result, they could clearly 


see that what they desire for their supervisor's behaviour is there. For example, 
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staff might want to see that their supervisors are true to their word. As people 
tend to follow the person in charge, then it is important for a leader to set 
examples for the rest of the organisation and—in Pettinger's words—'don't 
ask others to do what you wouldn't do yourself.” In other words, a leader 
needs to be consistent with their claims. For example, Darus, a former head of 
atax office in the pilot project described in Chapter V said that during his time 
in the pilot project, it was important for him to ensure his words were 
consistent with his actions: 

So, it is walking the talk (that mattersl, simply doing what was said. 

Just like us, you come early in the morning. But he (the supervisor 

comes late. As simple as that. I always tell my kids and grandchildren, 

'Eh you have to pray. Come on, let's pray Itogetherj'. Because I am a 

Muslim. If the father or the person who says that (to do the prayer) he 

does not pray, how can he expect his kids to pray ... it is that simple. 

(Darus) 

When he was asked about his strategy for maintaining the spirit of his 
staff, he mentioned that setting a good example is of paramount importance: 
'Being a leader means setting a good example'. He added that: 

(ljt is true what they say ... walking the talk ... if a supervisor does not 
tell their subordinates to do bad things, then obviously they would not 
do such things. (Darus) 

Another important feature highlighted by the participants and 
discussed at length in Chapter V, is caring. This was, for example, highlighted 


by Romlah when she witnessed her supervisors lobbying certain key officials 


156  Tejvan Pettinger, What Would Keynes Do?: How the Greatest Economists Would Solve Your Everyday 
Problems (Cassell, 2018). 
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to grant a pay rise to those working in pilot offices: '(TJhey lobbied during 
lunches with certain key officials at the state budget office'. 

These accounts provide examples of key characteristics of a supervisor 
in pilot offices: being caring, able to set a good example and true to their 
word—therefore, trustworthy. Finding these characteristics in the current 
situation at the tax office, however, might be a challenge. This can be seen, 
for example, in the difficulty faced by staff members when deciding if they 
could trust that their supervisor was acting in good faith, as explained by Rosa 
and Uti. In an email conversation, Rosa, a staff member at the DGT head office 
at the time of the interview, emphasised the importance of trust. She asserted 
that it was imperative for staff members to be able to trust that their 
supervisor had good intentions and that those staff knew that 'they were not 
simply being used'. Without this, good communication, which Rosa 
considered essential for maintaining a professional subordinate-supervisor 
partnership, may not exist: 

Staff who do not trust that their supervisor has good intentions can 

cause hurdles in their communication. And a professional partnership 

reguires good communication. (Rosa) 

Such trust can potentially be difficult to obtain. In this respect, Uti, an 
appeal officer at the DGT, provided an example based on her experience. Part 
of Uti's job was to represent the DGT in court in disputes with taxpayers. She 
normally worked in a team that usually consisted of two officers. It was rare 
for her supervisor to accompany the team to court. However, Uti was 
surprised when one day her supervisor came with her team to one of the court 
proceedings, although the supervisor stayed in the lobby and did not came 


into the courtroom. She later discovered that on that day, one of the higher 
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echelons at the DGT came to visit the court and her supervisor was there 
simply to welcome that person. The supervisor left the court as soon as the 
visit was finished. This fact led her to believe that she might need to guestion 
her supervisor's real intentions as they were not really interested in the court 
proceedings as Uti believed they should be. 

In the context of caring, a meme posted by a member of the Penilai V 
Malang WhatsApp group described the situation she faced at her office in 
one of the DGT branches in Eastern Java (Figure VI.1, identifications removed). 
The meme illustrated a clean bird that perched on the top of a wooden branch. 
Below that branch, there were three other branches one below another with 
more birds on each branch. The bird on the higher level of a branch dropped 
its dropping to the birds below it. As such, the lower the branch was, the dirtier 
the birds on that branch were. The birds that perched on the lowest level of 
the branch were in the worst condition as they were fully covered with bird 
dropping. 

That WhatsApp group member used this meme to illustrate the 
condition in her office where she believed that her superiors were sitting in a 
comfortable situation at the time when most of their subordinates, like her, 
suffered more due to the ignorance of those supervisors. Interestingly, 
another member of that group reminded her immediately not to post similar 
meme in the future for fear of being detected by the Kitsda (this acronym 
stands for Kepatuhan Internal dan Sumber Daya Aparatur, a directorate at the 


DGT that investigates professional misconducts within the tax office).”” 


157 The person identified in the second post below the meme in Figure VI.1 as '... pak ...' (identification 


removed) was the director of Kitsda at the time when this thesis was written. Pak in Indonesian means 


Mr in English. 
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Figure VI.1 Meme posted in the WhatsApp group 


In a similar fashion, Uti provided more examples of instances where 
she began to doubt that some of the supervisors in her office were caring. 
She described a case where she helped her colleagues on some occasions. 
One case related to the appeal process often faced by her office in relation to 
taxpayers with an integrated business model in palm oil plantations. This 
business model basically involved a series of internal transactions by the 
taxpayer's entity. Some of the transactions attracted VAT while others did not. 
Uti described that because of the complexities of the transactions and that 
the tax rules in this instance were unclear, it was guite often the case that the 


tax office lost against such taxpayers in court disputes. Uti's office was tasked 
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with, among other things, making appeals to the High Court, including in 
these cases: 
Like at that time about integrated business often seen in the palm oil 
industry ... plenty of them in my office ... over and over again ... but 
our regulation is actually weak Jabout this matter) ... then in the end 
the BoD (Board of Directors) (held a meetingj ... at which it was 
decided that for such cases Jif the DGT lost in courtj it was not 
necessary to appeal to the High Court. Then the guys (Uti referred to 
her colleagues) understood that in such cases, appeal was not 
necessary because of the decision made at that meeting. And then 
there was my colleague, she was going to appeal one of those cases. 
She asked if appeal was really not necessary as she did not see the 
actual result of the BoD meeting: she needed to see the printed 
version of the minutes (for her own legal protection). "Well, get a copy 
then' (her supervisor told herj. The problem was, we could not just ask 
for them. I mean we were mere staff” we did not know if the BoD 
meeting really took place (the level was too high for usl, we did not 
know who attended the meeting (therefore we did not know who to 
ask), but then suddenly we were told to get a copy of the minutes of 
that meeting. It just did not make any sense. If they (her colleague 
supervisors) were not able to help (with that BoD meeting| ... just point 
us to the right person ... lead us there. (Uti) 
Then Uti described a situation faced by one of her colleagues, where 
her colleague's supervisor did not do much to help. The event involved a 
certain tax ruling that had already been resolved by the corresponding body, 


which was the Peraturan Perpajakan (Tax Ruling) II Directorate, but the ruling 
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was not made public yet. Uti's colleague tried to obtain a copy of that ruling 
through her supervisor, but for unknown reason her supervisor did not do 
much to help her. This case according to Uti can be solved simply by '... pick 
up the phone, (and ask) who is the person in charge for this case.' This was 
what Uti did to help her colleague through Uti's friend in the Peraturan 
Perpajakan II directorate. 

Uti then continued that at the time, she had several colleagues with 
good skills who could basically 'run by themselves' if there was only someone 
who would make them do so. What was lacking at the time was such a person: 

| say there is no ... Ipersonj who inspires us ... we are close to not 

having a role model. A perfect role (model) ... (Uti) 

Therefore, Uti was glad when she had a director who to some extent 
she could see as a role model: 

ISlhe ... cares about our work. If she plans to go as an LO Ia director is 

sometimes assigned to be the LO for a certain regional tax office) or 

other stuff, unless it is really urgent where she must go, if she plans to 
attend an event, like the LO stuff that is under her authority, she always 

asks Jus, because there is always a due date in my office, ... 'I'm 

planning to be out of the office from this date to this date, do you 

have many due dates Jand therefore you need me here|?' 'Please don't 
go', (as) we have plenty cases due, then she does not go. (Uti) 

This guote describes a characteristic that Uti saw as important in a 
supervisor. Here, she saw that her supervisor cared about the burden carried 
by her subordinates by choosing to stay at the office rather than taking the 
opportunity to do a possibly more exciting job as an LO outside her normal 


duties at the DGT headguarters. Uti continued that what she saw in her 
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director differed from what she was told by one of the staffs at the human 
resource department where some of the directors were said to be 'like ghosts'. 
This refers to the fact that they often came and went without anyone noticing. 
This could be problematic for their staff members, who often expected their 
leader to be accessible, particularly when they needed help if undesirable 
situations had arisen.'” 

We can see from these accounts that these participants were 
describing instances of Gap 1 where they thought there were certain aspects 
that should inherently be found in a supervisor, but were not there. The 
participants believed that they could not see characteristics that they thought 
should have been possessed by their supervisors. These provide an indication 
of a gap between what was expected by the participants regarding their 
supervisor's behaviour and what they saw in reality. Ideally, supervisors need 


to show that their words are consistent with their deeds,'”” 


something that 
Darus referred to as 'walking the talk' and 'setting a good example'. This is 
even more important given that Indonesian bureaucracy generally follows a 
top-down approach, much like a father-son relationship.'”? Hence, a role 
model, as noted by Uti, is essential as leaders must set an example.'' 762 Gap 
1 may also make it more difficult to establish trust between staff and their 


supervisors. It is predicted that the widening of Gap 1 may contribute to an 


158 Larry Bossidy, "What Your Leader Expects of You' (2007) 85(4) Harvard Business Review 58. 


159 James M. Kouzes and Barry Z. Posner, The Leadership Challenge: How to Make Extraordinary Things 


Happen in Organizations Wiley, 2017). 


160 Dwiyanto and Kusumasari, above n 706. 


761 Kouzes and Posner, above n 759. 
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increase in expectation Gap A. This in turn, may limit staff performance as they 
are reluctant to go the extra mile voluntarily. 

As organisations reguire a strong leader to succeed,' Gap 1 in the 
Indonesian context could be reduced effectively by using a top-down 
approach, following the principle mostly adhered to in the Indonesian 
bureaucratic system, that of a 'father—child' relationship.' This was 
highlighted by Darus when he described his time at one of the pilot offices. 
He said that he was not concerned much about his staff members' skills in 
taxation: he was more worried about his staff's intention to stay on the correct 
path and avoid corruption (i.e., istigomah).' 

It means how can we remain istigomah? Because if it is about your 

normal job (on tax mattersj I must say that you guys are the experts ... 

The problem now is not about that. (lt is aboutj) when you put your 

signature, at the time when I put my initial: when the worksheet fin an 

audit) is about to be released—that is the precise time when (we 
guestion| ... are we really sure? Are we genuinely willing to release (to 
the taxpayer) the correct amount (of tax payablel? (Darus) 

Darus then continued that the best way to do this was by setting a 
good example. He believed that 'walking the talk', being true to his own word 


and using a proper 'tone at the top' were essential. This walking-the-talk 


163 Theodore Levitt, "Marketing Myopia' (2004) 82(7/8) Harvard Business Review 138. 
164  Dwiyanto and Kusumasari, above n 706. 

165 In the Islamic tradition, istigomah means treading the straight path as set in the Islamic teachings. This 
includes performing all acts of obedience and abstaining from all prohibitions (such as corruption, 


which can be considered as theft). 
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strategy is known to be more effective in influencing others than the use of 
coercion:'5 Tone at the top, walk the talk. That's it' (Darus). 

What Darus did in this context is important. This is because at the time 
when the pilot offices were established, corruption at the DGT, as noted in 
Chapter V, was rampant and employee fraud often took place in an 
organisation with a poor tone at the top and weak internal controls.'” Here, 
Darus chose to use the strategy of making himself a model for his 
subordinates. By holding themselves up as an example, as Kouzes and Posner 
put it, a leader can gain commitment from staff members and at the same 
time, push them to achieve the highest standards.'8 In this sense, Trevifio and 
Brown suggest that leaders can influence their staff members' behaviour by 


showing high ethical conduct'?? 


as people tend to reciprocate the behaviour 
of those who benefit them, as shown by social exchange theory.''? They 
further contend that a leader who is seen as trustworthy and treats their staff 
members fairly and considerately, will encourage positive behaviour as their 
employees will emulate them. 

This emulation takes place through a social exchange relationship. In 
such a relationship, the obligations of the parties involved are enforced 


voluntarily because of the trustworthiness of those parties and the sense of 


justice in the exchange. This exchange begins when leaders treat their 


166 Robert E. Ouinn, Gretchen M. Spreitzer and Matthew V. Brown, 'Changing Others through Changing 


Ourselves' (2000) 92) Journal of Management Inguiry 147. 
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employees well. This results in a sense of obligation to reciprocate, particularly 
through good citizenship, which is considered important in lubricating 'the 
social machinery of the organisation' but cannot be prescribed in advance”' 
and therefore is outside the normal role expected to be performed by a staff 
member.'”2 

The concept of organisational citizenship behaviour is related to 
organisational justice. Moorman, Blakey and Niehoff, for example, show that 
citizen behaviour is affected by procedural justice”? This concept of 
organisational justice basically relates to a perception of justice with respect 
to how a certain outcome is distributed, a concept referred to by Kim and 
Mauborgne as 'fair process'.”! These authors contend that fair process leads 
to trust and commitment that eventually results in an employee's voluntary 
cooperation with the organisation. This improves an employee's performance 
beyond their official duties as they are willing to share their skills and apply 
creativity. An example of this can be seen in the concept of innovation at the 
pilot offices highlighted in Chapter V. 

Perceived fair treatment will result in the strengthening of the 


citizenship behaviour of an employee.” Thus, employees who perceive that 


11 Thomas S. Bateman and Dennis W. Organ, Job Satisfaction and the Good Soldier: The Relationship 


between Affect and Employee "Citizenship" (1983) 26(4) The Academy of Management Journal 587. 
172  Biswajeet Tattanayak, Rajnish Kumar Misra and Phalgu Naranjana, 'Organisational Citizenship 
Behaviour: A Conceptual Framework and Scale Development' (2003) 392) Indian Journal of Industrial 
Relations 194. 
173 Robert H. Moorman, Gerald L. Blakely and Brian P. Niehoff, 'Does Perceived Organizational Support 
Mediate the Relationship between Procedural Justice and Organizational Citizenship Behavior?' (1998) 
41(3) The Academy of Management Journal 351. 
114 W. Chan Kim and Renge A. Mauborgne, 'Fair Process: Managing in the Knowledge Economy' in HBR's 
10 Must Reads on Managing People (Harvard Business Review Press, 2011) 111. 
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they have been treated fairly are more likely to show good citizenship 
behaviour.”8 In contrast, perception of unfair treatment will likely limit the 
commitment to extra-role behaviour'”” and may even lead to retaliation such 
as misuse of company's resources, lies or abuse of sick leave entitlements.'”8 

Similarly, in a discussion on the concept of authentic leadership, 
Luthans and Avolio maintain that a leader's authentic values, beliefs and 
behaviours act as a model for their associates' development.'”? Here, Avolio 
and Gardner argue that authentic leaders normally lead by example, for 
instance by demonstrating confidence, optimism and consistency between 
words and deeds.'” They further maintain that such positive emotion is 
infectious, in the sense that it spreads across organisational members. These 
leaders can create a leader-follower relationship characterised by respect and 
trust. This type of relationship inspires followers to take on their leader's 
positive values. This behaviour then cascades from the top of the organisation 


down to the newest staff members.'?' As such, the process of influencing staff 


members is not a result of active intervention: rather, it is simply a result of 


176 Robert H. Moorman, 'Relationship Between Organizational Justice and Organizational Citizenship 
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leaders being role models, which presumably is currently lacking at the DGT, 
as indicated by Uti. 

This is in contrast with a transactional exchange relationship. Under 
this relationship, according to Blau, social exchange is motivated by the 
benefit that one can expect to obtain from others.'8? Hence, the exchange 
creates an obligation on the other party to reciprocate. This obligation can be 
discharged by providing, in return, a certain benefit to the first party. This 
benefit can include financial benefit, social approval or even an expression of 
gratitude from the other party. A failure to return the favour may result in a 
certain penalty, such as reduced trust, a damaged reputation or a sense of 
guilt. This set of penalties puts more pressure on a person to discharge the 
obligations arising from the social exchange. Such a penalty in a working 
environment normally is enforced through the coercive power of a leader. This 
usually results in a situation where employees are committed only to their 
obligations and tend to be unwilling to do more. 

These accounts provide both theoretical and empirical support that 
the efforts to close Gap 1 should start from the top. This could be initiated, 
for example, by the willingness of a supervisor to facilitate togetherness, as 
seen in the pilot offices and extensively discussed in Chapter V. Togetherness 
can be promoted by limiting social barriers that separate supervisors from 
their subordinates, as discussed in the previous chapter. This initiative would 
improve communication and promote trust between the two parties. 
Promoting trust with employees is important as commitment to the 


organisation's goals can still be preserved during downturns if trust has been 


72 Blau, aboven 770. 
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established with employees.'? Further, when trust is established between 
subordinates and their supervisor, it is more likely that the subordinates will 
be willing to engage in extra-role activities as they know that they will not be 
taken advantage of." Again, this shows that trust is important in promoting 
good citizenship behaviour. As noted by Fehr and Gachter, if supervisors can 
offer such empathy and thoughtfulness to their staff member, it is likely that 
those staff member respond similarly.' They call this concept reciprocity, 
which generally means that a person may respond to friendly or hostile 
actions even without any material gain. Here, Fehr and Gachter reports that 
generally people are willing to do extra effort beyond what is normally 
expected in response to generous job offers. By contrast, negative actions 
from supervisors will likely attract ill feeling from their staff member in return. 
Fehr and Gachter refer to this as negative reciprocity, which normally signifies 
retaliatory actions. 

In the case described by Uti above, if trust had been established, Uti's 
colleague could have confidently mentioned to her supervisor her expectation 
that the supervisor should help her obtain the BoD meeting minutes, which 
she considered essential for doing her job. If this expectation had been 
fulfilled, it is possible that this would have resulted in a situation where Uti's 
colleague felt obliged to return the favour made by her supervisor, thereby 


creating a further chain of positive behaviour. In Uti's situation, this process 
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did not occur as Uti's colleague was not bound to return a favour that she did 
not receive. Worse, Uti's colleague might retaliate with her supervisor, 
perhaps by refusing to work beyond what is minimally reguired. 

(b) Staff Expectations—Supervisor Expected Behaviour: Gap 2 

Gap 2 is related to the DGT's difficulties in delivering supervisors 
whose ability meets staff members' expectations. An interview with Uti 
revealed that she was disappointed when her supervisor gave her only trivial 
feedback on a report she had produced. At the time, Uti was working as an 
appeal reviewer'"S in one of the regional tax offices in Jakarta. As such, she 
expected her supervisor to point out weaknesses in her reports before she 
went to court. Such feedback is often expected from a leader as it shows that 
the leader has an interest in the potential growth of an employee:'" 

We often talked behind Mr Y's (the supervisor) back ... Ithatj he was 

actually the head of the grammar division ... dengan'# misses 'n' ... We 

wanted feedback for us. It should not be like that ... Ihej only checked 

AB CD. (Uti) 

When she was transferred to the DGT's head office, still as an appeal 
reviewer, she was expecting to work under a supervisor with good technical 
and managerial skills. It turned out that she was expecting too much. This was 
largely because her supervisor lacked technical skills in taxation and was afraid 
to make decisions. Uti provided the following example: 

It happens again now. She has a bachelor degree in law. Her position 


now in the civil review department is perfect for her because it deals 


786 An appeal reviewer deals with taxpayers' appeals and often represents the DGT in court. 
187  Bossidy, aboven 758. 
78 Dengan is an Indonesian word that means with. In this context, Uti's supervisor only provides feedback 


on spelling mistakes ratherthan on the content of the report that Uti considers more important. 
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with the High Court. The problem is, she lacks tax skills. What | mean 

is, when you lack technical skills, you at least should improve your 

managerial skillset. Because being an Echelon IV is not just about 
technical skills. 

It was what month, plenty of appeals and counter appeals. Counter 

appeal is more difficult ... At that time Mrs Z (the director) did not want 

counter appeals formatted like appeals. So, (we're reguired to writel 
what is being disputed and (we present) our response right below it. 

This takes time. We had seven appeals at that time—corporate tax and 

VAT as well. It was a comprehensive audit. 

What I mean is Imy supervisor shouldj appoint a leader (from one of 

us). Such as seven appeals, seven of us, just appoint one leader. ... She 

didn't do it. It definitely felt different when she appointed (one of us| 
as the leader rather than we self-appoint. She still didn't do it. And 

then we self-appointed one of us Jas a leader). She said that she did 

not want to appoint a leader because (who became the leader) was up 

to us... If (what it takes) was only like that, we can be an Echelon IV 

like her too. And she was paid IDR 30 million”? (per month). (Uti) 

The lack of the supervisor's technical and managerial skills made Uti 
reluctant to discuss her work with her. Instead, she preferred to rely on her 
colleagues, who she believed to be more skilful: 

Iln the end) me and my friends chose not to discuss our work with our 

supervisor. We discussed it between us when a case comes up. As an 


example, about evidence, which section (in the legislationj should we 


789 This roughly corresponds to AUD 2,900 per month at the time of writing. With a minimum wage of 


IDR 2.7 million per month (approximately AUD 270) in Jakarta, this wage is considered high. 
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refer to, (the discussion) was just among us. We hardly involved our 

supervisor ... We were more comfortable doing the discussion among 

us. (Uti) 

The reguirement for a supervisor to possess both managerial and 
technical skills was also highlighted by Asta: 

Echelon IV is perhaps more towards managerial. But at least they 

should understand some technical aspects ... if they don't know they 

can simply ... read the rules directly ... (Asta) 

A willingness to recognise weakness is a feature seen to be 
appreciated: 

| once had a supervisor who admitted that he did not have good 

technical skills, but he was willing to learn. Every time a new case came 

up, he studied ... he looked up the applicable rules ... if that happens, 

discussions can flow. (Asta) 

Uti mentioned her case when she was still at the regional tax office. 
She was under a supervisor that she considered good: 

| actually wish for a supervisor like Mrs X. She supervised us closely, 

on administrative stuff, for instance if we did not finish our report on 

time ... all of those things. Someone like Mrs X is great. She was great, 

| must admit. Technically she really knew. (Uti) 

Uti also provided an example of another supervisor that she 
considered above average: 

You know Mr A? ... IMaybej because he had been in that position for 

gUite some time, he was rather ignorant. But he was willing to take 

risks for his staff members. If we made mistakes or there was 


something that we missed Jin our analysis), he was courageous Ito 
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take risks for us) ... And then there was Mr B who was also good ... 

Whenever we needed, he ... was brave to make a decision. He was 

willing to take risks for his staff members. (Uti) 

Uti then contrasted this with what happened when there was a fire at 
the DGT head office. As a result of the fire, there was chaos and most of the 
elevators and attendance machines were not operational. Uti recalled how in 
the middle of the chaos caused by the fire, people gueued to log off at the 
small number of attendance machines that were still operational when they 
left the building that day. Uti recalled that people gueued because of their 
fear of taking a risk: 

(This is because) none had the courage to take the risk (to decide to 

ignore the attendance systemJ. The reason for this was that they did 

not want to be held responsible (for inciting others not to log off at 

the attendance machines| by Kitsda. (Uti) 

Another participant, Asta, described a different experience. He was an 
AR in one of the tax offices in Central Java. He had worked under several 
supervisors during his career, mostly he remembered they lacked leadership 
skills: I've been under several supervisors. Those whom I considered good | 
can count (using my fingers| and mostly their leadership skills were ... well just 
so' (Asta). 

These supervisors were those who defined their jobs as having the 
smallest possible scope and strictly limited their activities to the minimum 
reguired to do their job and nothing more: 

ITihose Isupervisors) who (Asta consideredj were not good (Jacted 

thatj if we JARs such as Asta) don't send any letter (to a taxpayerj or 


anything else he would not do anything either (hence the supervisor 
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only followed what the ARs didJ. At the maximum he simply asks 'eh, 
you haven't submitted any letter, please submit one'. Once we submit 
a letter (fora particular taxpayerj and then he signs, and that's it. (Asta) 
Asta also recalled what he referred to as avoidance: 

Sometimes there is that avoidance technigue. What | mean is that 
Isometimes he says) you deal with (that taxpayerj first, I'll handle the 
finishing touches. But then ... even in the finishing stage ... he became 
cranky. I mean when he could not do anything else (he saysl you go 
to my subordinate. This automatically means that there is no 
teamwork. (Asta) 


Asta saw that the ones he considered good leaders were those who 


had the ability to lead and have a clear vision: 


The good ones can direct us to ... I mean (the supervisor says) come 
on, encourage us, push us, organise us, I mean you do this and this, or 
we have this input and then let's discuss it so that ... The point is ... 
first, that supervisor knows our goals. Okay, our goal is intensifying tax 
revenue, okay, let's start with taxpayer A for instance, the problems are 
here and here. Come on then, let's do it together. That's what a good 
supervisor is like. (Asta) 


Similar avoidance tactics were also described by Uti. She described a 


situation near Idhul Fitri.'”? She and her colleagues were instructed to finish 


their appeal reports before the holiday started, causing a sudden increase in 


790 


In the Islamic tradition, Idhul Fitri is the day after the one-month fasting during Ramadhan is 
completed. It is the day when most Indonesian Muslims visit their place of birth to pay tribute to the 
elders, such as parents or senior relatives. As such, there is a certain period, usually two weeks, where 
most offices close down. The situation is similar to the summer holiday (covering Christmas and New 


Year) in Australia. 
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workload. She remembered that one day, a student from one of the 
universities in Jakarta asked to see one of Uti's colleagues for an interview. 
The student was initially reguesting to see one of the supervisors in Uti's 
division, but was referred to Uti's colleague by that supervisor. Uti 
remembered that the supervisor smiled and asked Uti's colleague to handle 
the interview. Uti was certain that the supervisor knew that Uti's colleague had 
a high workload that day, and in contrast, the supervisor's workload was not 
that high. Uti was amazed that this person could ask someone not in his 
division to do something extra, considering the circumstances. She wondered 
whether this was because of that supervisor's lack of skills: 
That supervisor ... his workload is not like in my place ... He came to H 
(Uti's colleaguel. H has a similar workload to the rest of us. 'H can you 
help' Jasked that supervisor) while smiling ... to be interviewed by this 
student for his undergraduate project ... When he said that, a 
colleague and | looked at each other—is he for real, we have now tons 
of work that has to be completed in no time, while he has not much 
to do: how could he ask for this? I couldn't believe it ... 'How come you 
said YES H' Jasked Util, 'what was I supposed to do?' (replied HJ... I 
couldn't believe this supervisor (why he did that) whether it was 
because he was not confident or did not have the technical skills ... 
and he knew perfectly well that we were like that (had a lot of work). 
And H was not even his direct staff member. (Uti) 
Another example was provided by lin, who had recently been 
promoted. In a meeting at the DGT head office, she was told that she was 
expected to be what she described as 'a machine' at the new office. What was 


meant by da machine however was not clear. She continued that before she 


289 


left for the new office, she attended a one-week preparation class. The class 
was not very useful with respect to her new job, although she acknowledged 
that it was useful in improving her self-confidence. Apparently, it was not clear 
to her what she was expected to do in her new job. 

It can be seen from these accounts that these participants described 
instances of Gap 2 where the participants believed there are certain features 
that should inherently be exhibited from a supervisor that in fact were not 
there. This provides an indication of a gap between what was expected by the 
participants about their supervisor's behaviour. These participants posited 
that supervisors were ideally expected to be able to lead their staff members 
or bewilling to take risks for them. Further, they needed to possess both good 
technical and managerial skills that they can rely on. Again, these expectations 
seemed to be in line with the father—son relationship cited earlier.'”' 

The set of skills highlighted by these participants are mostly related to 
what are referred to as soft skills. These skills, also known as personality traits, 
basically describe the personal attributes of a person.”? Roberts defines 
personality traits as 'the relatively enduring patterns of thoughts, feelings, and 
behaviours that reflect the tendency to respond in certain ways under certain 
circumstances'.'8 
Based on Roberts's definition, it can be seen that these attributes have 


a degree of permanence that is inherent to a particular person, although they 


"M1  Dwiyanto and Kusumasari, above n 706. 


72 James J. Heckman and Tim Kautz, 'Hard Evidence on Soft Skills" (2012) 19(4) (2012/08/01/) Labour 
Economics 451. 
198 Brent W. Roberts, 'Back to the Future: Personality and Assessment and Personality Development' 


(2009) 43(2) (2009/04/01/) Journal of Research in Personality 137. 
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can indeed change over time.“ These attributes are related to proficiencies 
in the human, conceptual, leadership and interpersonal skill categories'” and 
place more emphasis on personal behaviour and managing relationships 
between people. Weber et al define four groups of these skills:'” 

1. Leadership/people/relationship skills—These relate to the ability 
to negotiate with others. These include team work, service- 
oriented attitude or an ability to resolve conflict. 

2. Communication skills—These cover listening, presenting and 
maintaining good verbal and non-verbal communication. 

3. Management/organisation skills—These deal with, for example, 
setting goals, organising people and monitoring progress. 

4. Cognitive skills and knowledge—These relate to decision making 
and problem solving. 

As can be seen, this classification is consistent with what was 
expressed by the participants as described above, such as goal setting and 
organisation skills, service orientation, problem solving, decision making and 
committing to a team work environment. 

It is believed that soft skills and hard skills—the latter relating to 


798 


technical and detail-oriented skills”#—are complimentary”” as superior 


794  Heckman and Kautz, above n 792. 


195 Melvin R. Weber et al, 'An Exploratory Study Identifying Soft Skill Competencies in Entry-Level 
Managers' (2009) 9/4) Tourism and Hospitality Research 353. 

196 Elizabeth Rainsbury et al, 'Ranking Workplace Competencies: Student and Graduate Perceptions' 
(2002) 3(2) Asia-Pacific Journal of Cooperative Education 9. 

197  Weberet al, aboven 795. 

18 Ibid. 

199 Marcel M. Robles, 'Executive Perceptions of the Top 10 Soft Skills Needed in Today's Workplace' (2012) 


75(4) Business Communication Guarterly 453. 
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performers generally reguire both.?90 For example, it has been suggested that 
positive performance does not depend solely on technical skills but also the 
manifestation of good behavioural skills:89! having those skills may be critical 
to a person's failure or success.””2 The fact that participants in this research 
felta lack of largely soft skill competencies is not an uncommon phenomenon. 
This is probably because institutions tend to spend minimal time on training 
in soft skills such as coaching, leading or giving feedback. This makes it 
difficult for new managers to provide feedback or establish the right tone with 
peers. "03 

Although personality measures—such as interpersonal skills—is now 


considered important in predicting work success,“ 


there is an assumption 
that they are more difficult to learn compared with hard skills, albeit those 
personality measures can be further developed through training?9 It is also 
often assumed that there is little evidence that soft skills can make a 
difference. It is therefore not surprising that during the selection process to 
become an Echelon IV or III in the DGT, known as seleksi pengemban amanah, 


the emphasis was on knowledge of the applicable rules in taxation and office 


administration” As of 2018, this is still the case. Although identifying 


800  Rainsbury et al, above n 796. 


81 Lyle M. Spencer and Signe M. Spencer, Competence at Work: Models for Superior Performance (New 
York : Wiley, 1993). 

3022 Weberet al, aboven 795. 

803 Erin White, 'Learning to Be the Boss: Trial and Error Is the Norm As New Managers Figure Out How to 
Relate to Former Peers' (2005) Wall Street Journal , Eastern edition B1. 

804 Robles, aboven 799. 

305 Weberet al, aboven 795. 

806  Shari Caudron, 'The Hard Case for Soft Skills" (1999) 78(7) Workforce 60. 

87 This information is provided by Surya (pseudonym), a participant who just recently sit on such 


selection process. 
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808 
, 


competencies in personal traits was vital,” achievement tests such as one 


chosen by the DGT in their seleksi pengemban amanah programme tend to 


be unable to sufficiently capture personal traits. 


Mintzberg outlines that 
leading can take place at three levels: at the individual level by motivating, 
coaching or mentoring on face-to-face informal occasions: at the group level 
by building and managing teams: and at the unit level through the creation 
and maintenance of culture. 

Thus, the DGT should consider modifying the design of its selection 
processes to allow a more accurate approach in capturing such personal traits. 
What is also interesting is that participants noted that they would like to have 
had a supervisor who was willing to go the extra mile, a concept raised in the 
previous section. Apparenttly, if staff members could see that they had a 
supervisor who was willing to do that, the process of copying noted in the 
previous section would take place. Once this happened, citizenship behaviour 
in the form of awillingness to go the extra mile would transfer from supervisor 
to staff members. 

Gap 2 might be closed by improving human resource regulations. This 
could be done, for example, by making clear the set of skills—either hard or 
soft skills—that are reguired for a certain position. In her official new job 
description, for instance, lin was reguired to provide 'technical and 
administrative assistance on tax collection, supervise the implementation of 


1 


tax collection policy, and provide assistance on tax collection?! with no 


308 Weberet al, aboven 795. 


809  Heckman and Kautz, above n 792. 


810 Henry Mintzberg, 'Rounding Out the Manager's Job' (1994) 36(1) Sloan Management Review 11. 


81 Article 17 paragraph (3) Minister of Finance Regulation No 132/PMK.01/2006. 
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further details provided.?'? This became more difficult for lin because she did 
not have any experience relating to tax collection from her previous role at 
the DGT, was not related to that activity: 

Mostly are older and more experienced, only two who are younger 

than I am ... Imagine ... a female, younger, zero experience in tax 

collection, but tasked with a job to guide colleagues who are more 
experienced Jas tax collectors). (lin) 

These accounts provide an indication of Gap 2. This gap may be 
caused by unclear expectations that need to be met by a supervisor, 
particularly on soft competencies. As in Gap 1, it is predicted that an increase 
in Gap 2 will contribute to the widening of expectation Gap A. This in turn 
may limit a staff member's performance and the overall office performance 
further down the road. 

(c Supervisor Expected Behaviour—Supervisor Observed 
Behaviour: Gap 3 

This gap relates to whether behaviour expected of a supervisor is in 
fact seen in reality. Gap 3 can be seen in cases of mentoring and coaching 
described by the participants. In this case, Rosa, a participant who worked at 
the DGT head office mainly dealing with taxpayer extensification policy—a 
policy aimed at registering new taxpayers—spoke of instances where staff 
members of one section of the tax office were transferred to a different 


section. She described several events that she knew had taken place in the 


812 A PowerPoint presentation document obtained by the researcher however suggested that before a 


person hold a certain position they need to acguire the reguired skills. Additional documents 
providing example of such skills however were unable to be obtained. This PowerPoint slide also states 
that the implementation of a proper talent management faces a number of obstacles, such as the 


assumption that promotion is something that is predestined following a seniority level. 
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taxpayer extensification and education section.”'? Because of the nature of her 
job at the DGT head office, she knew well that this particular section was 
freguently assigned staff with minimal experience. As such, a large degree of 
education, sometimes conducted in collaboration with the Financial Education 
and Training Agency (an agency outside the DGT but within the Ministry of 
Finance), was often reguired for these staff. However, when their skills finally 
were considered upgraded, it was often the case that they were transferred to 
a different section, such as the taxpayer service section, or became an AR and 
left the taxpayer extensification section that originally trained them?" 
In exten (referring to the taxpayer extensification section) this is what 
happened. We often train people ... they provide (this particular 
section) with ... human resources of zero experience ... When they 
became skilful, they are transferred somewhere else, to be an AR or 
transferred to the taxpayer service section. It is always like that. (Rosa) 
Rosa was basically pointing out that there was a tendency to prefer 
shortcuts. Therefore, rather than educating their own staff, it was more 
preferable to recruit staff from other sections who were already skilled. In this 


context, the coaching and mentoring function seemed to be lacking. 


813  Taxpayer extensification and education is one of the sections at the Indonesian small tax office (article 


60 Minister of Finance Regulation No 206.2/PMK.01/2014). Article 61 sub section (6) of this regulation 
stipulates that this section's main duties relate to, among other things, identifying potential revenue, 
collecting and maintaining taxpayers' data, and conducting tax education for new taxpayers. 

814 Under article 7 sub section (1) Minster of Finance Regulation No 79/PMK.01/2015, the minimal 
reguirement of an AR is a high school degree, making most of the staff at the tax office are eligible 


to be one. 
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Whitmore defines coaching as 'unlocking people's potential to 
maximize their own performance''? The focus is on building a learning 
relationship mainly aimed at helping people to assume responsibility for their 
own development and to maximise their potential.”'8 Although often used 
interchangeably, the terms coaching and mentoring actually carry different 
meanings. Connor and Pokora list seven differences between the two, ranging 
from their duration to the variety of issues that they cover" According to 
these authors, the main difference, however, seems to be the fact that while 
mentoring is aimed at creating an ongoing process of experience and 
knowledge sharing, coaching is part of an employee's performance review. 

At the DGT, coaching and mentoring, often used interchangeably, was 
a reguirement for a supervisor. However, it was seldom put into practice—as 
acknowledged by Ed, a former head of atax office—although he realised that 
ongoing coaching or mentoring by a supervisor was more essential in the 
development of a tax officer than was training: 

Everyone now has to sit on an assessment panel. From this, a person's 

weaknesses can be seen. Then it is that person's supervisor'sjob to do 

coaching ... But it is not that simple ... it needs a process (and it takes 
time). Coaching is not a simple one-time process. It is exactly at that 
point that sometimes we miss (conducting the coaching process ... 


because normally there are a lot of other things to do. (Ed) 


815 John Whitmore, Coaching For Performance: GROWIing Human Potential and Purpose: The Principles 


and Practice of Coaching and Leadership (Nicholas Brealey, 4th ed, 2009). 
816 Mary Connor and Julia Pokora, Coaching and Mentoring at Work: Developing Effective Practice 
(McGraw-Hill Education, 2nd ed, 2012). 


87 Ibid. 
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In one of the PowerPoint slides obtained from a staff member at the 
internal compliance division (this division is known within the DGT as Kitsda, 
see also Section II.A.1.(b) in this chapter), it was stated that monitoring and 
coaching was conducted as part of the performance review system. It was 
described that, based on the performance contract agreed at the beginning 
of a particular year, a supervisor would conduct monitoring and coaching with 
their staff members. This would identify high and low performers. While high 
performers, at a certain level, would then be directed towards promotion (or 
transferred to a different unit), low performers were to undergo a special 
development programme to improve their performance. If unsuccesstul, they 
would be considered for redundancy. In practice, though, it was guite rare for 
tax officers to be subject to redundancy unless they were convicted of a 
criminal offence such as bribery. Under Connor and Pokora's definition 
described above, the process referred to as coaching in the PowerPoint slide 
referred to earlier is actually a mentoring process while the special 
development programme is the coaching activity. 

In this case, particularly in Rosa's view, the tendency to prefer 
shortcuts was caused by the lack of ability of the supervisor to arrange a 
proper mentoring process. As a staff member herself, she believed that a 
supervisor should possess basic managerial skills, such as knowledge relating 
to their main duty, which essentially refers to technical skills and knowledge 
of mentoring (she used the term coaching) and leading. 

The ability to conduct mentoring is beneficial for both mentor and 
protege. For mentors, the mentoring process has the benefit of providing 
satisfaction and a sense of accomplishment. It is also related to recognition in 


being viewed as able to show good citizenship behaviour, which possibly 
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relates to the positive correlation between being a mentor and receiving an 
increase in salary and promotion.?'8 For a prot€eg€, mentoring provides the 
benefit of career mentoring, particularly if the mentor is the protege's 


supervisor." 


It also has a positive effect on work attitudes and is related to 
job satisfaction and commitment.?? In a formal setting, mentoring activities 
can benefit an employee in the form of career planning assistance and 
networking opportunities.?! Also, mentors who are rated as 'engaging' by 
their proteges generally are considered to perform better.”? Proteges also 
obtain new skills, support and allies.?? Such mentoring programmes can be a 
success if voluntary, the mentor and protege are well-matched, the mentor is 
well trained and there is support from management for the whole process: 
It is the middle managers who fail to provide proper direction ... The 
point is (theyj should know their basic duties. That is number one. 
Number two, they should ... be able to coach and lead. It seems that 
there isa weakness in that part. (Rosa) 


This lack of capabilities made it difficult for staff members to have, for 


example, a proper discussion with their supervisor: according to Rosa, 'The 


818 Tammy D. Allen, Elizabeth Lentz and Rachel Day, 'Career Success Outcomes Associated With 


Mentoring Others' (2006) 32(3) Journal of Career Development 272. 


819 Terri A. Scandura and Ethlyn A. Williams, 'Mentoring and Transformational Leadership: The Role of 


Supervisory Career Mentoring' (2004) 65(3) (2004/12/01/) Journal of Vocational Behavior 448. 
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822 William A. Gentry, Todd J. Weber and Golnaz Sadri, 'Examining Career-Related Mentoring and 
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Echelon IV supervisors do not have adeguate capability ... making it difficult 
(for staff membersj to have a proper discussion'. 

To deal with this issue, one participant noted that the human resource 
department should have taken a more proactive approach, such as by 
conducting coaching for supervisors who suffered from a lack of capabilities: 

Our HR (human resource) department, how they manage the (DGTj 

staff. I mean when they know an Echelon IV supervisor is like that, they 

should provide training (to improve their skills). (Asta) 

Asta's account generally is in line with Connor and Pokora's view that 
coaching is part of a performance evaluation process. Here, Asta highlighted 
the lack of coaching aimed at his supervisor. He basically identified that 
coaching was not only reguired by staff members but was also important for 
their supervisor as well. Although recently viewed as an intervention tool to 
change the behaviour of a manager”? by facilitating learning to improve 
performance,??8 coaching is primarily aimed at correcting deficiencies in an 
employee's performance. This is what Asta believed was lacking at the office 
where he worked, resulting in him having to face a low-skilled supervisor. 

This situation was different from that at the pilot offices. As outlined 
in Chapter V, one of the key features at the pilot offices was their training 
opportunities. This training was either conducted formally and facilitated by 
the IMF—as normally took place at the LTO—or informally from one tax 
officer to another, often seen at the STO. The key factor here was that there 


was a commitment from the organisation to facilitate these activities. This led 


825 Daniel C. Feldman and Melenie J. Lankau, 'Executive Coaching: A Review and Agenda for Future 
Research' (2005) 31(6) Journal of Management 829. 
826 Daniel C. Feldman, "Career Coaching: What HR Professionals and Managers Need to Know' (2001) 
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to several innovations mainly stemming from the activities of staff members. 
It also helped improve the performance of staff members. Skilled mentors and 
official support seem to be lacking at the moment. 

These accounts are basically in line with those provided by other 
participants in the previous section, which outlines staff members' expectation 
that their supervisor would have an acceptable level of skills, both hard and 
soft skills. In this section, while it is expected for a supervisor to have the skills 
to do coaching as part of theirjob design, it is clear from Rosa's accounts that 
this reguirement did not seem to be met adeguately. This indicates a 
discrepancy between the ideal behaviour and behaviour that was seen in 
reality, referred to as Gap 3 in this book. This indicates that supervisors did 
not perform in the way they should. It is suggested here that an increase in 


Gap 3 may worsen expectation Gap A. 


2 Expectation Gap B (Supervisor Expectations): Gap 4 

Gap 4 in essence can be seen as the opposite of Gap 1. While Gap 1 
refers to staff expectations, Gap 4 examines supervisors' expectations for their 
staff's actual behaviour. This was illustrated by Juna, a tax collector at one of 
the tax offices in the eastern part of Java. Juna mentioned two examples that 
provide evidence for the existence of this gap. In the first example, Juna 
described a problem faced by one of his colleagues. He said that his colleague 
was unhappy about the performance of one of the Echelon IV supervisors 
under his coordination, as he seemed to have difficulty following up 
discussions in routine meetings on tax revenue optimisation. It was suspected 
that this condition was due to a lack of passion, possibly because of poor 
technical skills in taxation. This would be frustrating because generally, as 


noted by Bossidy, a leader expects his subordinates to offer new ideas and 
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stay up to date on the situations around them,??' yet '(They| do not have the 
passion for tax revenue optimisation ... perhaps because of a lack of 
(technical) skills', said Juna. 

In the second example, Juna explained what took place in his office. 
He said that some of the Echelon IV supervisors seemed to be less enthusiastic 
about their work. For instance, Juna knew that one such supervisor, who 


coincidentally was from the local community,” 


spent more time at home 
than did his peers, to take care of his bird. Juna also knew that this person had 
been working out of town and only recently transferred to the local tax office 
near his place of residence. This made Juna suspect that he was enjoying his 
time and wanted to work only just enough. The problem was, Juna continued, 
his attitude affected his staff members: "When (Ia supervisor) cannot be asked 
to run fact guickly in term of tax revenue optimisationj, it will affect his staff 
members'. 

Such difficulties were also confirmed by Ed. During his time at the tax 
office, Ed initiated a new approach for small business owners that later 
became the USP. One of the difficulties that he faced was finding tax officers 
who were able to patiently engage with these taxpayers: 

At the tax office, we cannot pick the persons who we want. This has 

become a problem ... we can do coaching and all this sort of things 

but it may not solve the problem guickly, because we cannot move 

officials from one place to another ... I cannot transfer an Echelon IV 


supervisor. (For example because) he is not good in PDI (Data and 


827  Bossidy, aboven 758. 
828 This kind of condition, where a tax officer works in a place where that officer is from, colloguially in 
DGT is referred to as working in a home base. This is often considered as an ideal condition as most 


of the Indonesian tax officers work away from their home town. 
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Information Processing section|, I have to make a formal reguest for 

that and guite possibly I would not get what I reguest. This causes a 

gap. Like Mr XXX in another tax office there may not be anyone like 

him. Even if there is, he may not be in that position. And this causes a 

mismatch. (Ed) 

These examples indicate the existence of Gap 4, the widening of which 
may limit the overall performance of the office. In the examples above, this 
could be either in the form of non-optimal strategy execution or staff 
performance. 

As a way to reduce Gap 4, it has to be understood that each supervisor 
may have a different drive to motivate employees. This includes the drive to 
acguire, to bond, to comprehend and to defend.??” The drive to acguire, when 
fulfilled, creates a sense of delight: on the contrary, it causes a feeling of 
displeasure when it is thwarted. It is proposed that a way to address this desire 
is by offering a suitable reward system. However, offering compensation alone 
is not sufficient as people also need to be connected with their peers. A sense 
of connectedness signifies the drive to bond. If fulfilled, this drive results in 
positive emotions such as being loved or cared for. In a workplace 
environment, this will improve an employee's pride in their organisation. 
However, if this drive is not met, employees felt betrayed, which may cause 
them to lose their morale. Thus, creating a culture that promotes teamwork, 
openness, collaboration or friendship is important. 

The next drive to consider is the drive to comprehend. This means that 


employees often need to understand what happens around them and 


829  Nitin Nohria, Boris Groysberg and Linda-Eling Lee, "Employee Motivation: A Powerful New Model' 


(2008) July-August) Harvard Business Review 78. 
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formulate sensible actions and responses. They are often frustrated if they 
have difficulties in understanding things around them. This also means that 
their desire to make a meaningful contribution can be frustrated by 
monotonous jobs that may lead to a dead end. Hence, it is essential for an 
employee to have a meaningful job with an important role in meeting the 
organisation's goals. Finally, an employee's drive to defend need to be 
considered as well. This drive manifests in the form of a desire to seek justice 
and fairness, which enables an employee to express an opinion freely. Once 
satisfied, this drive promotes a feeling of confidence and security. It 
unfortunately also creates resistance to change, fear or resentment if it is not 
met. 

Understanding these drives is therefore essential. One of Juna's 
examples made it apparent that being able to work in an office situated in a 
place where an employee originally was from—freguently referred to as their 
home base—was an extra reward on top of the monetary compensation 
sought by that person. This could be his drive to acguire. Once it was achieved, 
he was in his comfort zone and felt that he needed to defend his current 
position by focussing on efforts to work just enough to maintain that position. 
The person should have been reminded that working in his home town may 
not last forever and that eventually, he would need to be transferred to a new 
location, essentially removing the extra reward of working in his home town. 
If he wanted to have that reward again, he needed to earn it via his job 
performance. 

Another useful framework in this regard is that presented by Ira 
Chaleff. He proposes a model of what he calls 'courageous followership', 


whereby followers provide support for their leader without being afraid to 
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speak the truth. Under this model, Chaleff advocates that a follower should 
have the attributes of assuming responsibility, serving a leader, challenging a 
leader, participating in transformation and taking moral actions.2! It has been 
shown that employees who are able to demonstrate these behaviours will 
likely be regarded as having positive performance by their supervisor.8! In 
short, this book presents evidence for the existence of Gap 4. This gap might 
be reduced by reguiring supervisors to recognise an employee's needs. 
Employees, on the other hand, need to focus themselves on assuming positive 
attributes. Examples of these attributes are provided by Bossidy and Chaleff 
and include actively taking initiative by offering new ideas, staying current and 
assuming responsibility. 
B Communication Gap: Gap 5 

This gap in essence deals with how the DGT communicates with its 
employees. The key issue in this case is the accuracy of transferred 
information. A good example of this can be seen in the situation surrounding 
the issuance of Presidential Decree No 37/2015. This decree contains a set of 
rules regulating additional wages for tax officials. These wages are calculated 
based on tax revenue collected in the previous financial year. Basically, the 
decree defines a significant increase in monthly salary, particularly for higher 
echelons at the DGT. However, wages will be cut if the tax revenue target is 


not met. 


880 Ira Chaleff, The Courageous Follower: Standing Up to and for Our Leaders (Berrett-Koehler Publishers, 
2009). 

881  Theresa Rich, Becoming The Boss Whisperer: An Examination of the Relationship Between Employee 
Follower Behaviors and Supervisor Satisfaction with Employee Performance (PhD Thesis, Capella 


University, 2008) «https://search-proguest- 


com.dbgw.lis.curtin.edu.au/docview/220013593?accountid-103825». 


304 


The highest payment stipulated in that presidential decree—this 
decree was in force as of 2015—given to the Director General of Taxes, in the 
amount of IDR 117.375 million (“AUD 11,050) per month: the lowest was IDR 
5.36 million (“AUD 505) per month for a staff member. This was a significant 
increase from the IDR 46.95 million (“AUD 4,420) per month and IDR 3.15 
million (“AUD 297) per month, respectively, paid in 2014. This constituted an 
increase of 15046 for the highest echelon and 70X for the lowest level of staff. 
This increase, however, was to be cut by an amount of 104 to 50X if the target 
revenue was not met. 

However, the participants in this research revealed a different story. 
One participant, Trish, recalled that on a number of occasions, mostly at 
meetings, staff were informed that the increase would be a flat rate of 25096. 
However, when this was officially announced, the increase mostly benefitted 
those at the higher echelons, unlike the flat increase referred to previously. 
Another participant, Melly who was an AR at a local tax office in eastern Java, 
expressed concern about her friends. In 2015, the target revenue was 
increased significantly, to IDR 1,294.2 trillion (-AUD 121.8 million) and she 
estimated, accurately, that the DGT would not be able to meet this target. As 
such, she was worried that the take-home pay of some of her friends might 
be reduced because of the pay cut, compared with what they had earned in 
the previous year. She was afraid that the staff members who would suffer 
most were those at lower ranks, who often worked harder than higher-ranked 


officials in her office. 


832 Presidential Decree No 37/2015. 
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Melly's concern was shared by others. A few DGT staff who posted on 
the internet—mostly on free websites such as Kompasiana”'—expressing 
concern about this issue. They used terminology such as ketapel? (Kelompok 
Tunjangan Pelaksana Lainnya, a group for employees whose wages belong to 
the miscellaneous group in the Presidential Decree No 37/2015). A video 
posted online by a person from a tax office in Kalimantan (Borneo) also 
described a similar situation. The video included a portion of a movie clip 
showing Adolph Hitler and his generals. The dialogue was in German, but the 
caption was edited in such a way that it described the concerns of members 
of the Ketapel group in that particular tax office. 

Uti, a participant who worked at the DGT's head office, recalled that 
after Presidential Decree No 37/2015 officially came into force, she felt that 
her supervisor maintained a certain distance from general staff members— 
possibly, she believed, because that supervisor was afraid of being confronted 
because of the possibility that the take-home pay of the general staff would 
decline compared to what they earned in 2014. Wono, a participant who held 
a position as a head of section in a local tax office, however, commented 
sharply that if one of his staff had approached him about this matter, he would 
have replied that this increase was earned rather than given. He continued 
that if one wanted this kind of increase, then they needed to work hard, 


continue to study and attend workshops, so that they could be promoted. It 


838  Kompasiana is a web logging site managed by Kompas, a leading Indonesian daily newspaper. An 


article about the Ketapel movement on this site for instance can be seen in 
http://m.kompasiana.com/post/read/713789/2/ketapel-pajak.html. 
834  Ketapelin bahasa Indonesia means a traditional tool—that looks like a slingshot—commonly used by 


children to shoot small rocks. 
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was clearly not easy, but this was what was needed to deserve such an 
increase. This type of remark featured in the video mentioned previously. 

Jono, a participant who was one of the highest echelons at the DGT 
head office, acknowledged the issue. He said that Presidential Decree 37/2015 
was deliberately drafted in such a way that it benefitted the higher echelons 
because he knew that at the moment there were many DGT staff who refused 
to be promoted to higher positions far from their home towns. This new 
financial compensation was designed to provide the incentive for such staff 
to take promotions. Jono seemed to not recognise that promotion or a pay 
rise might cause demotivation, particularly if it was seen as being applied not 
in a fair manner” 

The problem seems to be located not in the amount of the increase, 
but rather, in what is referred to in this book as a communication gap. In this 
case, it was stated on a number of occasions to DGT staff by their supervisor 
that the increase would be a flat rate of 25096, as previously mentioned by 
Trish. The final average increase was lower, at approximately 19046. What went 
unnoticed was that the increase was not a flat-rate increase. It instead ranged 
from 7096 (for lowest-ranked staff) to 2614 (the highest-ranked official). As a 
result, when the increase was officially announced, it was not the same as what 
had been promised. Thus, the drive to bond seemed not to be fulfilled as staff 
members considered their supervisors' words and deeds were not consistent. 
This contrasted with the reguirement for a leader to be consistent in his words 


and deeds, as discussed in relation to Gap 1.28 Thus, some staff felt betrayed, 


885 JJ Stacy Adams, 'Towards an Understanding of Ineguity' (1963) 67(5) The Journal of Abnormal and 


Social Psychology 422. 


836 Kouzes and Posner, aboven 759. 
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resulting in—in Sri Mulyani's?” words—demoralisation?? as can be seen in 


the ketapel movement. This may have undermined the level of staff trust in 
their supervisor, an important factor in improving performance (see Gap 1). 
Another issue to note is the trustworthiness of the information 
delivered via official channels. When the trustworthiness of such channels 
decreases, staff tend to turn to unofficial channels, commonly known as the 


grapevine. Essentially, the grapevine can be defined as the spread of rumours 


839 840 


and gossip from one person to another.” It is uncontrollable,”” often faster 
than formal channels and moves through the organisation in every 
direction." Unfortunately, while it may contain some truth, the grapevine 
seldom has the whole truth. It freguently increases when there is uncertainty 
or in situations where news is lacking.”? 

In the DGT, one of the prominent grapevine channels was an online 
discussion forum called the Fordis (Forum Diskusi, Discussion Forum) run via 
the DGT's own computer network. It was possibly through such channels that 
the 25096 flat increase spread rapidly. The ketapel movement gained its 
popularity through this channel, among others. The extensive use of the 


grapevine within the DGT was exacerbated by the habit of some higher 


887 Sri Mulyani is, at the time of writing, the Indonesian Minister of Finance. 


888 Fiki  Ariyanti, Begini Ketimpangan Tunjangan yang Dikeluhkan Pegawai Pajak 
«http://bisnis.liputan6.com/read/2995842/ 
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echelons to use instant messaging services, such as traditional text messages 
or WhatsApp. Some information, which was claimed to be authentic, spread 
through these services in the form of text messages or scanned images of 
hand-written messages. The accuracy of such information generally could not 
be warranted as information flowing through such channels is typically subject 
to multiple interpretations as it moves through the network.”? This widened 
Gap 5, leading to reduced employee trust in their supervisors, further 
contributing to the widening of Gap 1. This may have led to a decrease in 
morale as these employees' drive to bond was not satisfied, as acknowledged 
by the Minister of Finance herself. 

During the pilot office trial, in contrast, the situation was different. At 
that time, it was seen as common for a supervisor to be in a close relationship 
with their staff. Supervisors often shared personal information on current 
events surrounding the pilot project. This created closeness between staff and 
supervisor. This situation further instilled trust between the two and led to a 


positive working environment, as discussed in the previous chapter. 
Il CATEGORY II: EXTERNAL GAP 


This gap involves the discrepancy between taxpayer expectations 
regarding DGT performance and the performance that they observe. In this 
book, it is argued that internal gaps may affect staff performance, which 
ultimately influences the overall office performance. If the office performance 
deteriorates, it will be more difficult to meet taxpayers' expectations, thereby 


widening Gap 6. 


843 Ibid. 
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The key issue in Gap 6 is that it is important for the DGT's performance 
to meet taxpayers' expectations. This can be seen, for instance, in the accounts 
of the participants in this study. One participant, Yaseen, described his 
experience during the peak period of tax return lodgement in March 2016. He 
was conducting a demonstration for a group of taxpayers regarding the newly 
launched online tax return lodgement system. This online system was 
accessed through the internet using a website with the address 
djponline.pajak.go.id. However, the system stopped working halfway through 
the session. Yaseen clearly remembered that one of the taxpayers said that 
the system should have been called djpoffline.pajak.go.id instead (emphasis 
added)! While there were many factors that might have caused the system 
failure, in this particular case, Yaseen experienced a lack of support from the 
DGT head office, particularly from the IT department. 

In a different setting, another participant, Siti, told a story about the 
small business taxpayer community known as USP. This community arose 
from her belief (and later manifested as a research project) that most 
taxpayers were willing to pay taxes if they were approached using an 
appropriate method. Siti argued that if taxpayers were able to experience that 
the tax office was willing to help, then taxpayers would do the same in return. 
The USP currently works closely with a local tax office in Pondok Aren, where 
Siti lives. The tax office helps organise training in accounting, marketing and 
general networking and market events for members of USP. Education on 
taxation matters is largely set aside as tax payments are seen as aside effect. 
According to Siti, members of this community mostly agree that because the 
tax office helps them grow their businesses, it is only fair that they pay their 


fair share of tax in return. At the moment, most of the DGT's measures to 
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improve compliance are directed towards activities that tend to benefit the 
tax office. This includes, for instance, education on tax rules for business 
associations or employers: identification of non-filers: closer scrutiny of 
taxpayers participating in the recent tax amnesty programme: and imposition 
of penalties on non-filers. 

This strategy generally is in line with the definition of tax contained in 
Article 1 Law No 6 of 1983 which generally denies a direct link between tax 
payments and taxpayers' compensation. It is also consistent with the concept 
of coercive relations originating from the German doctrine of public law. In 
this concept, paying taxes is an obligation created by public authorities.” In 
this case, the law provides legitimacy to the power to tax and grants tax 
administration administrative powers. This power then can be exercised over 
taxpayers, who, in addition to paying taxes, must undertake certain 
administrative duties that are necessary for the application of the tax law. In 
the literature, this is known as compliance cost, which generally represents 
the value of resources borne by taxpayers to satisfy the reguirements of tax 
legislation.“8 This can be voluntary or mandatory covering both monetary and 


non-monetary costs.“” 


It for instance includes acguiring relevant taxation 
knowledge, maintaining a proper accounting system, and completing tax 


return on time. In Indonesia, the compliance cost of large corporate taxpayers 


844 Circular Letter No SE-06/PJ/2017. 
845 Maria Teresa Soler Roch, 'Tax Administration versus Taxpayer — A New Deal?' (2012) 4(3) World Tax 
Journal 282. 
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847  Tracy Oliver and Scott Bartley, "Tax System Complexity and Compliance Costs—Come Theoretical 


Considerations' (2005) Economic Roundup Winter, 2005) 53. 


311 


is estimated to reach 3.1696 of total tax revenue in 2010.28 Although it is lower 
compared to Australia (17.9096), USA (3.246), or Canada (4.64-4.946), this does 
not mean that the Indonesian tax system is less complicated due to the 
significantly lower wage and the smaller company size included in the 
compliance cost calculation in Indonesia. 

An increase in compliance cost generally represents a waste of 
economic resources as it increases tax burden with no corresponding increase 
in tax revenue.”? Further, as it distorts economic decision making and optimal 
resource allocation as well as negatively affects taxpayer overall compliance, 
compliance cost generally is seen as a problem for the society.” This causes 
a condition where taxpayers and tax administration are not on an egual 
footing as tax administration holds the superiority. This can be seen in the 
description provided by Ann, a small business owner. She was a member of 
USP and had been encouraging her colleagues to pay taxes: 

(Wjhen a small business owner came, (the tax officers| still use their 

strict language. (Theyj just register for a tax identification number they 

are asked on the spot how long have you been doing ... your business. 

Then they must pay unpaid tax for several years. (The fact isl we do it 

on purpose ... as an inducement ... once they understand ... (they will 

pay tax) based on their bookkeeping. But for a person who just know, 


they will certainly be shocked ... They try to be honest and then they 


848 Susila Budi and Jeff Pope, 'Why the Tax Compliance Costs of Large Companies in Indonesia are Low 
Compared to Other Countries: Empirical Evidence' (2014) 291) Australian Tax Forum 59. 
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are told to pay a certain amount of tax, they will be shocked and run 

... if they have to look back foryears behind, have to open their reports, 

they're lucky if they have bookkeeping, but what if their data are like 

that (messyJ? (Ann) 

In Indonesia, tax liability generally expires within five years from the 
date atax is payable.””' Indonesian tax officers normally reguire new taxpayers 
to provide evidence concerning the duration of their business and then tax 
them accordingly with penalty. The legislation provides that the maximum 
duration for which a business can be taxed prior to being registered is five 
years. In the above guote, Ann was describing her colleague being reguired 
to undergo this procedure. That colleague was new to taxation and was 
shocked and ultimately left the tax office and refused to be registered as a 
new taxpayer. This could worsen if that business owner did not have proper 
bookkeeping, as normally happens in small businesses, commonly known as 
'hard to tax' people. This group of taxpayers normally fails to voluntarily 
register as taxpayers, and if they do, they normally do not keep appropriate 
records for their businesses, tend to fail to promptly lodge tax returns and 
hence are often be considered as being non-compliant.? They generally 
include small business owners similar to the USP's members. Therefore, this 
example illustrates that a more humane approach, not simply applying the 
letter of law, is essential. 

Siti saw this approach as incomplete because it did not create a sense 


that the tax office was there to help taxpayers. Instead, it generated a feeling 


851 Article 13 sub section (1) Law No 6 of 1983 as Lastly Amended by Law Number 16 Of 2009. 
852 James Alm, Jorge Martinez-Vazguez and Friedrich Schneider, “Sizing' the Problem of the Hard-to-Tax' 
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that taxpayers were mere objects that, in the name of law, were sources from 
which money could be extracted. As a result, taxpayers may have felt 
disconnected from the tax office, and sometimes even disliked contacting the 
tax office. This can be seen in the attitude of Ahn, a small business owner, that 
paying taxes was for large businesses only. He also considered that providing 
public utilities, such as roads, was simply the government's responsibility. If 
people paid taxes, it was because they had no other choice but to do so 
because, as described by participant Aceh, tax payments were directly 
withheld during transactions with government agencies. These small business 
owners tended to be reluctant to deal with the tax office, according to Susy. 
Siti, however, found that it was possible for taxpayers to have a good 
relationship with the tax office.”? The key to this lay in the mutual relationship. 
In other words, if the tax office wanted taxpayers to comply, what could the 
tax office offer in return? Ahn described the moment when he changed from 
atax-ignorant person to a tax-aware business owner. He was invited to attend 
a gathering event organised by the tax office where he was registered. He was 
initially rather reluctant to go as the event was organised by the tax office and 


he normally considered their events as a 'Batman's trap'.?"“ He was, however, 


853  Khusnaini and Agung Widi Hatmoko, Efektivitas Penyuluhan Pajak Berdasarkan Pendekatan Fogg 
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tricked to do something else that is undesirable. In other words, that person has fallen into the 


Batman's trap. 
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surprised that the event was unrelated to tax, being instead a motivation 
seminar tailored specifically for small business owners. Later, he participated 
in similar events and training organised by that particular tax office on 
packaging, online marketing and bookkeeping. The tax office also organised 
networking events and market stalls. That was the beginning of USP of which 
Ahn became a member. Currently, USP works closely with that tax office to 
organise workshops and seminars, print product catalogues and provide 
marketing assistance. This emphasis that a mutual relationship, one that 
brings benefits to both parties, is essential. 

Another participant, Ed, acknowledged that there was often variation 
in how different tax officers dealt with taxpayers. He recognised that when he 
was tasked as a head of alocal tax office, ARs and tax officials in the taxpayer 
extensification section normally approached taxpayers differently: the latter 
tended to be more humane compared with the former. This confirms Ann's 
account guoted above: 

The way they communicate between new taxpayers in the (taxpayer| 

extensification (section) and older taxpayers ... with AR is rather 

different ... (Because) exten communicates better ... but when it comes 

to older taxpayers ... with AR, they communicate (with taxpayers| in a 

complicated way ... There is nothing wrong with that ... because AR 

has to be more detailed ... because they have (revenuej target ... it is 
impossible for them to treat different taxpayers differently. So there is 

a gap in taxpayers' expectations. There are points where voluntary 


compliance can be problematic. (Ed) 


855 New taxpayers generally are managed by the Taxpayer Extensification and Education section (Article 
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Another important aspect is why a person pays taxes. The classic work 
of Allingham and Sandmo uses a rational economic approach such as the use 
of penalty and evasion detection.?$ However, this is inadeguate as taxpayers 
often show diverse behaviour.” The applicable approach has begun to 
incorporate psychological factors, such as social norms and fairness, as well 
as economic factors.?8 Participants in this research, however, offered a new 
reason to pay tax: as a charity or donation. This was highlighted by Ann who 
described that her main reason to pay taxes was to do shadagah.”? She 
described that initially she was unwilling to pay taxes, particularly because of 
the massive corruption cases publicised by the media. However, when she 
became involved in USP, she began to realise that tax payments are essential 
for Indonesian public sector spending. She now considers her contribution in 
the form of routine tax payments as a charity to help others who are less 
fortunate than she is. 

In the context of the pilot offices discussed in the previous chapter, it 
is clear that one of their successes was their ability to recognise taxpayers' 
needs. This can be seen, for instance, in the creation of the accelerated refund 


procedure. This procedure was considered able to help taxpayers' cash flow 


current or in the preceding financial year and taxpayers who have never lodged any tax return or paid 
any taxes since they are registered as taxpayers (Article 4 sub section (1) Director General Regulation 
No Per-21/PJ/2015). The management of these taxpayers are later transferred to their relevant AR as 
soon as the current financial year ends (Letter E Point 6 Circular Letter No SE-37/PJ/2015). 
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love, friendship or generosity. As such, it is voluntarily in nature. 
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position, which was essential, particularly because of the financial crisis that 
was taking place at that time. 

These accounts underline the possibility that the DGT's approach 
towards taxpayers might be incomplete. Their traditional approach, based on 
the black letter of the law, could put the DGT in a position distant from their 
taxpayers. While it may be true that some taxpayers are non-compliant, it has 
to be recognised this is not the case for all taxpayers and a more humane 
approach may be more suitable for them. This shows that the DGT needs to 
demonstrate an ability to classify taxpayers into different groups, each 
approached using a different method. 

In this context, in an email conversation, Rosa, spoke about trust and 
personal engagement that she believed to be important. She argued that an 
organisation that was able to create trust between staff and supervisor and 
then align the vision and mission of its staff with those of the organisation 
would benefit from the willingness of the staff to do extra work voluntarily. 
This can be seen for instance in Siti's work that eventually culminated in the 
formation of USP. Siti was willing to do this extra work—in fact she saw it as 
an issue of pride—because she considered her work a contribution towards 
the organisation's goal. She therefore saw her work as a calling. This 
willingness to do extra work is a key concept referred to as militancy in 
Chapter VS60 Unfortunately, as internal gaps widen, it is argued in this book 


that it will be more difficult to establish such militancy. 
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IV CONCLUSION 


This chapter completes the picture surrounding DGT administration in 
the form of three main categories. The core finding in this regard is first the 
gaps identified inside the tax administration described as the first category in 
this chapter. These gaps reveal certain discrepancies found in the current and 
pilot office administration. The way the pilot office was administered, as 
outlined in Chapter V, was chosen as a starting point in this book against 
which current tax administration was evaluated. 

The second important gap outlined in this chapter is the external gap. 
This gap, in essence, describes the possibility that the DGT might need to view 
taxpayers differently. Discussions with taxpayers revealed that voluntary 
compliance could be significantly improved by introducing a system through 
which the tax office's presence can be felt and seen as useful by taxpayers. 
Further, there is a need for them to be treated as a partner rather than as 
objects from which tax revenue can be extracted. It is shown in this chapter 
that the ability to reduce the external gap reguires tax officers willing to go 
the extra mile. This in turn reguires effort to lower the level of internal gaps. 
As such, these two categories are linked to one another. 

These categories provide a framework that can be used as a tool to 
improve the way the DGT is organised. In the next chapter, the implications 
of the findings and the contributions of this book to tax administration 


practice in Indonesia are discussed. 
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CHAPTER VII 
DISCUSSION AND CONCLUDING REMARKS 


I INTRODUCTION 


Chapter V and Chapter VI in this book provide a detailed picture of 
how the DGT has been administered. Chapter V describes the administration 
of the pilot offices, which forms the foundation for current tax office 
administration. The results of the comparison are then presented in great 
detail in Chapter VI. These two chapters provide a comprehensive picture of 
the administration of the DGT grounded in data, as shown by illustrative 
guotes from the research participants, and verified against the literature. 

This final chapter focusses on several issues. First, it provides an 
overview of the current literature by summarising what is presented in 
Chapter II. Second, it explores the contribution of this book to knowledge and 
more importantly, to tax administration practice in Indonesia. Third, it 
discusses a range of possible directions for future research. Last, it outlines 
the limitations of the book and offers some concluding thoughts about this 


research. 
1 REVISITING HOW THE LITEATURE IS USED 


As stated in Chapter IV, this book uses research methods that are 
largely borrowed from the grounded theory methodology. This methodology 
itself originates from the sociology work of Glaser and Strauss on dying in 
hospital, which ultimately led to the publication of The Discovery of Grounded 
Theory. This book was published mainly as a response to the domination of 


verification of theory written by 'great men fore-fathers who ... had generated 


320 


a sufficient number of outstanding theories on enough areas of social life to 
last for a long while'.8' Glaser and Strauss argue that hypotheses should be 
advanced after, rather than before, researchers complete their data collection 
and analysis. Thus, hypotheses are the product of a systematic data analysis 
process. 

To that end, they advocate for the use of technigues such as constant 
comparison and theoretical sampling to ensure the development of theories 
that both fit and work. Data collection and analysis are conducted 
concurrentiy. This means that data are continuously compared with previously 
developed codes. This guides decisions about what and where data are 
collected next. Later, Glaser and Strauss took different paths towards 
developing grounded theory: Strauss,?8? and then with Corbin?8 developed 
more detailed guidance on the grounded theory process, a move regarded 
by Glaser as no longer representing grounded theory.” The difference 
between Strauss's approach and that of Glaser is methodological rather than 
stemming from their ontological and epistemological aspects.”? With 


866 there are 


Charmaz publishing an alternative version of grounded theory, 
now three main versions of grounded theory: Glaserian, Straussian and 


constructivist. 


861 Glaser and Strauss, above n 133, 10. 


862  Strauss, above n 662. 


863  Anselm L Strauss and Juliet M Corbin, Basics of Gualitative Research: Grounded Theory Procedures and 


Technigues (Sage Publications, 1990). 


864 Glaser, above n 656. 


865 Helen Heatha and Sarah Cowley, 'Developing a Grounded Theory Approach: a Comparison of Glaser 
and Strauss' (2004) 41(2) International Journal of Nursing Studies 141. 
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One of the key differences that can be identified in these approaches 
is how they use the literature.” The Glaserian approach normally advises 
researchers to avoid consulting the literature in the early stages of a project, 
for ideological and pragmatic reasons.?88 In the ideological sense, a literature 
review may prevent the generation of new categories.””? This may undermine 
the guality and originality of the research.” Further, it may cause the 
researcher to be overwhelmed by the work of others, thereby undermining 
the researcher's own sense of self-competence in theory development. In a 
practical sense, because grounded theory tends to be unpredictable, 
conducting an extensive literature review can be wasteful and inefficient.?”' 
Literature searching should instead be postponed until the later stages of the 
research when the theory is well developed.””? This usually takes place in the 
writing stage where the literature can then be integrated into the emerging 
theory and treated as data”? The assumption is that the researcher, in 
choosing a topic, has read only a little about that subject and therefore has 
few preconceptions about it.”'4 Delaying a literature review is therefore an 


attempt to prevent contamination, by the literature, of the emergence of 


867  Yarwood-Ross and Jack, above n 150. 


368 Dunne, aboven 138. 


869 Glaser and Strauss, above n 133. 


870  Dunne, aboven 138. 
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categories from data.” In other words, this lets the data speak rather than 
attempting to 'shoehorn it into a theory that already exists.””$ 

This assertion, however, is often problematic in a practical sense 
because preparing a literature review is often a prereguisite during the 
preparation of a research proposal. It also is a way to demonstrate that the 
researcher knows what needs to be done during the research project even if 
the details are still vague at this stage.” Also, the literature can be used to 
frame the problem in the introduction to the study'?'8 It can also be useful 
as a way to rationalise the research guestion and position the study within the 
literature.””? Thus, a preliminary literature research is essential. 

Strauss and Corbin take a rather different view to Glaser. They believe 
that it is difficult to completely set aside the existing literature as researchers 
guite often bring their own background professional and disciplinary 


knowledge." 


Thus, a preliminary analysis of literature is encouraged, 
although generally there is no need to conduct a comprehensive review.#2 
The latter can be done once the theory is fully formulated: the literature can 
then be integrated into the discussion chapter. 

They further consider that as a study progresses, the researchers can 


use the literature to help stimulate their thinking as 'insight into data does not 


875  Glaser and Strauss, above n 133. 
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2013). 
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occur haphazardly'. It can also help them 'pick up on relevant issues, events 
and happenings during collection and analysis of data'? The literature, 
therefore, can be used as a secondary data source, to enhance theory 
development and validate findings and to show that the theory provides 
support or changes the existing theories.? However, these authors caution 
researchers against imposing their own ideas on the data. Instead, the data 
should talk 'through the eyes of the researcher' and researchers should treat 
any existing theories with scepticism and scrutinise them in light of the 
researcher's own data." 

Similarly, Charmaz takes the position that the existing literature should 
be seen as problematic, and researchers should remain alert about whether, 
when and to what extent these concepts enter into the research: when they 
do, they should be subject to scrutiny.??' She also shares Corbin and Strauss's 
view that researchers normally have their own knowledge and perspective 
before embarking on a study. The literature should be used in such away that 
it does not 'strangle the theory'88 Hence, researchers should maintain their 
commitment to prioritising the data.” 

This book is mainly consistent with the Glaserian approach. In this 


case, the researcher acknowledges that he had been part of the DGT for more 


than a decade. As such, he has a Iong history of experience and knowledge of 


883 Corbin and Strauss, above n 126. 
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the topic being studied. It was difficult to simply disregard this fact during the 
research. As a way to approach the study with an open mind rather than an 
empty head,2 the researcher therefore made the decision to use his existing 
experience and knowledge as a guide to pinpoint key concepts and carefully 
compare these with the research participants' accounts. 

Early in the research proposal preparation, a focussed literature review 
on the Indonesian tax administration reform was conducted to sharpen the 
focus of the study and formulate the research guestions. Throughout data 
analysis, the literature was used to help understand the participants' account, 
validate the findings and improve the overall rigour of the study. This was also 
the time to link this study with previous studies. At a later stage of the study, 
when the theory was fully developed, a more comprehensive literature review 
was conducted. This largely was aimed at affirming the gaps in the extant 
literature and specifying how this book fills these gaps. This approach clarified 
the contribution made by this book and placed it within the larger context of 


the literature. 
III CONTRIBUTIONS 


A Contributions to Knowledge 

Chapter II concludes that the literature on tax administration and tax 
revenue collection mainly focusses on the taxpayers' side. How tax 
administration is managed, and thereby internally focussed, is relatively 
unexplored in the contemporary literature. 

This research endeavoured to fill this gap by exploring participants' 


views on how the DGT should be managed. The resulting frameworks 


890 Dey, aboven 156. 
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presented in Chapter V and Chapter VI are based on careful analysis of data 
and are data grounded and verified using the existing literature. This opens 
up the possibility of using the principles outlined in this book, which are 
largely derived from the situation at the DGT, in different settings. 

In the following sections, the core principles described in detail in 
Chapter V and Chapter VI are summarised. Section A.1 summarises the 
findings discussed in detail in Chapter V. As such, this section provides 
answers to sub guestion 1 (see Chapter I, Section III). Afterwards, in Section 
A.2, the findings outlined in Section A1 are used as a starting point from 
which the current situation at the DGT is examined. This section generally 
summarises the findings discussed at length in Chapter VI. It thus sheds light 
on the research concerns formulated as sub guestion 2 and sub guestion 3 in 
Chapter 1. 

Together, the following two sections offer an answer to the overall 
research guestion: that, by learning from the management of the pilot offices, 
further improvements can indeed be made to the internal management of 
current Indonesian tax administration, particularly in human resource 
management. For this purpose, the gap model developed in Chapter VI can 
be used as a guide. These improvements would undoubtedly be useful for the 


DGT in their attempts to optimise tax revenue collection in Indonesia. 


1 The Concept of Militancy 

Chapter V starts with an overview of the tax administration reform 
pilot project initiated by the IMF. The project in essence dealt with efforts to 
improve Indonesian tax administration as a way to optimise tax revenue. The 
main feature of that reform programme was the implementation of taxpayer- 


focussed tax administration. This resulted in the introduction of a function- 
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based organisation, as opposed to the type-of-tax organisation applied at 
that time in Indonesia—an AR role and service-oriented approach. 

At the end of the project, it was revealed that the tax revenue of the 
tax offices that were part of that project was significantly higher than that for 
the rest of the tax office outside the project. It was revealed, as detailed in 
Chapter V, that this success was mainly the result of the intention to change, 
of the tax officers who joined that project. It should be noted that the tax 
administration reform pilot project took place at a time when corruption was 
rampant at the DGT. As the pilot project adhered to a strict code of conduct, 
it became a sanctuary for tax officers who were not comfortable with the 
corrupt situation surrounding the tax office at that time. These officers, in 
Darus's words, were militant. However, most stayed silent for fear of being 
alienated. In this book, this is covered under the non-operative militancy 
category. The ability to select tax officers with these attributes was a crucial 
step during the early part of the pilot project. These officers, according to 
Bunali, later became the driving force behind the success of the project. 

Once these officers were recruited and became part of the pilot 
project, the key issue was how to maintain and improve their attitudes. This 
was outlined in the discussion of the second category referred to as internal 
factors. In this case, the supervisor role was critical, for instance, by being a 
caring person or setting a good example, as admitted by Darus. A caring and 
exemplary supervisor was essential for forming a positive working 
environment, a situation that later fostered innovation, togetherness and 
teamwork. This was made possible when the supervisors in the pilot project 
were willing to remove barriers often seen in traditional bureaucracy in 


Indonesia. This instilled cohesiveness as a result of teamwork and 
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togetherness, which was important in improving knowledge exchange and 
hence stimulated innovation. These factors, collectively named internal 
factors, improved staff morale and performance. 

Also important in this case was the external intervention of the IMF. 
This intervention acted as a catalyst (by facilitating, and providing time and 
opportunity) for the transformation to take place. This helped improve the 
performance of the project further. However, without the self-awareness to 
change (discussed under the non-operative militancy category), the IMF's 
intervention would not have been sufficient. 

Chapter V concludes with a core theme named the soul of reform. 
Under this core theme, it is discussed that generally people carry out a certain 
behaviour if they are confident that the behaviour will result in a valuable 
outcome (attitude), other people they consider important will likely approve 
the behaviour (subjective norm): and they are capable (perceived behavioural 
control) and have the necessary resources (actual behavioural control) to 
perform the behaviour (Figure V.2).?' 

The common practice at the DGT when the pilot project was initiated 
made it difficult for those wishing to abstain from corrupt practices. There was 
pressure to engage in corrupt practices, particularly for staff in technical units. 
Further, there was fear of undesirable conseguences such as being transferred 
to a remote location or being singled out, if one resisted that pressure (Figure 
aa 

The pilot project offered a different environment. Officials in that 


project felt less pressure to engage in corruption. This improved their belief 
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that change was possible. External intervention from the IMF, and positive 
internal factors—such as supportive supervisors, a better reward and 
punishment system and a positive working environment—provided the 
resources for the change to take place (Figure V.4). These factors are 
collectively referred to in this book as the soul of reform. 

The next section summarises the concepts explained in detail in 


Chapter VI and presents the theoretical contributions of this book. 


2 The Gaps 

Generally, the results described in Chapter VI are built on the principles 
outlined in Chapter V. Using the results discussed in Chapter V, as summarised 
in the previous section, Chapter VI analyses the current administration of the 
DGT and compares it with the core principles outlined in Chapter V. The 
results of this comparison are illustrated in the form of gaps at various levels 
and affect the performance of tax officials and ultimately, the overall 
performance of the DGT. This section discusses how this happens. For this 
purpose, it is useful to consider the evolution of workplaces over time. 

Thomas explains that changes in the workplace have taken place in 
several stages.“ Up until the 1970s, workers' roles generally could be viewed 
in terms of compliance. Driven by the reguirement at that time to create 


standardised products, workers were reguired to adhere to detailed rule 


893 This terminology is used by Darus during one of the interviews in this study, in his critigue towards 


the reform that started in 2002. He believed that while that reform was able to establish a new type 
of tax office based on the administration system derived from the pilot project, it did not, however, 
have the key factor that he witnessed during the pilot project. He called this missing factor 'the soul 
of reform'. 
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books. Hierarchies and top-down, close supervision were put in place to 
ensure that those rules were adhered to. Tasks were simplified, which meant 
that training costs and workers' compensation were minimal as the tasks they 
needed to do were simple. This practice is referred to as compliance-focussed 
management. 

This approach, however, tends to fail to make a person motivated. To 
address this issue, monetary compensation generally is given. Closer 
supervision is reguired to ensure that the correct persons to be compensated 
can be identified and financially rewarded accordingly. As a result, 
organisations are often only concerned with buying their employees' 
behaviour rather than their commitment, passion and initiative. Therefore, if 
a person decides to stay in an organisation, this is largely because of the 
amount of compensation they receive, rather than the work itself. In other 
words, this environment gives extrinsic rewards high importance. The 
downside of this approach is that with the limited financial capacity currently 
faced by many institutions, along with the desire to simplify tasks, an 
organisation's ability to provide extrinsic rewards is certainly limited. 

At the beginning of the twenty-first century, advances in 
telecommunication technology brought significant change, most evidently 
the rapid pace of globalisation. Firms are now faced with more intense global 
competition. As such, a more rapid response to customers' demands is 
essential. There is a move from standardised to more customised products 
suiting customers' demands, particularly in the service industries. This puts 
pressure on firms to allow their employees to make more judgments, innovate 
and be problem solvers. Thus, most low-skilled jobs are either outsourced or 


becoming automated. A tall hierarchy and close supervision, which basically 
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limits an organisation's ability to make a guick response, are beginning to be 
a practice of the past. As a result, motivating employees becomes essential to 
keep them engaged in their work. The literature recognises that energetic, 
passionate and creative employees are significant for an organisation in 
accomplishing its endeavours.' As a result, encouraging and motivating 
employees with such attributes is essential to improve their productivity.?$ 
For this reason, it is argued that in today's environment, intrinsic 
rewards that come directly from the work itself are considered more 
important?” The idea of using intrinsic rewards to motivate employees as 
raised by Thomas is not new. Herzberg for instance, argues that intrinsic 
factors such as recognition or achievement are essential to improve job 
satisfaction.”?8 As such, according to Porter and Lawler, jobs should be made 
more interesting and therefore, more intrinsically rewarding.?” Inherent in the 
concept of intrinsic rewards is the reguirement for an employee to be self- 
managed. This means that an employee needs to commit to a purpose, such 
as providing an ultimate service to a taxpayer, and then choose and perform 


whatever tasks are reguired to fulfil that purpose. This is what is referred to as 


self-management (Figure VII.1).?0 
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Figure VII.1 Self-management?” 


Under this concept, if a tax officer has a meeting with a taxpayer, what 
that officer aims to achieve is serving that taxpayer better, rather than 
completing tasks outlined in SOPs. If the steps outlined in a SOP are 
considered insufficient to serve that taxpayer, the tax officer would be willing 
to go the extra mile to perform additional tasks not contained in the SOP. If 
the results satisfy that officer, their judgments are positive. This is because 
that officer believes that they have a purpose of value (meaningfulness), are 
using a set of correct tasks (choice) that are performed well, are satisfying the 
reguired standards (competence) and ultimately, achieving something that is 
closer to the purpose they are aiming to accomplish (progress). Collectively, 


these factors comprise intrinsic rewards (Figure VII.2). 


1 Ibid. 
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Figure VII.2 Intrinsic rewards?02 


These intrinsic rewards are linked to self-management events. An 
employee who engages in self-management basically uses judgment in 
accomplishing the tasks they see as suitable to achieve their purpose. Once 
the purpose is achieved, they feel a certain intrinsic reward as a result. As an 
example, a tax officer who engages with a taxpayer commits to the purpose 
of serving that taxpayer better. Thus, the officer has accomplished a sense of 
being meaningful to others. This is the reward that he enjoys. Such a positive 
feeling, in turn, creates energy that further reinforces self-management 


(Figure VII.3). 
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Figure VII.3 The interaction between self-management and intrinsic rewards”? 


Itis possible for a person to engage in self-management but then not 
obtain the intrinsic rewards that the person deserves, thereby causing an 
energy leak. This leak decreases the ability of intrinsic rewards to reinforce 
self-management events. The gaps outlined in Section IV in essence provide 


examples of when this leak occurs (Figure VII.4). 
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In Gap 1 for instance, Uti illustrated that what is lacking at the moment 
isa person who can inspire, in fact, being able to inspire is one of the 
important attributes reguired to instil a sense of meaningfulness. In contrast, 
during the tax administration reform project, employees who were involved 
in that project were mostly able to see their immediate supervisors as role 
models as they saw them largely as exemplary and caring.” 

A similar case can be seen with Gap 2. Uti described an example where 
she began to lose confidence in her supervisor's skills as she found that her 
supervisor was unable to provide meaningful feedback on her work. The fact 
is, under self-management, employees must be given an opportunity to 
assess their performance as part of competence monitoring so that they can 


make adjustments whenever possible. Uti's inability to obtain feedback from 


204 Prasetyo, above n 860. 
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her supervisor undermined her sense of competence. This in turn may have 
weakened her self-management efforts. Although it has been suggested that 
personal feedback may boost employees' morale and improve their 


performance,” 


it seems that, from Uti's experience, that this is where the DGT 
may perhaps be lacking at the time when the interview was conducted in 
2015. 

Gap 3 may also weaken the self-management of an employee. A case 
raised by Rosa provides an example. In Section IV, Rosa raised an issue where 
employees who have been trained in one section of the tax office were 
transferred to a different section, which highlighted her observation that the 
skill of a supervisor to coach and mentor at the DGT might be limited. This 
lack of coaching skill may limit the ability of supervisors to eguip their 
subordinates with the necessary skills to accomplish reguired tasks. In turn, 
this could weaken the self-management of that employee and thereby 
undermine their performance. Not only that, such staff transfers may be a 
source of what Pondy describes as latent conflict, referring to a condition 
where there is potential for a conflict to occur, as there is competition for 
resources (in this case, successfully trained employees).” This may even result 


in organisational dysfunction.?” During the reform pilot project, this problem 


205 Adiza Musah, Ghazali Zulkipli and Nizam Ahmad, 'Relationship between Organizational 
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seemed to be non-existent, possibly because of the sufficient training and 
knowledge-sharing sessions made available at that time.” 

Gap 4 can cause an energy leak that undermines an employee's self- 
management as well. This can be seen for instance in a case described by 
Juna. This case related to a colleague who spent most of his time at home 
taking care of his pet. This person guite possibly had lost his interest in 
committing to the purpose of working at the tax office. As such, he no longer 
obtained the intrinsic reward of having done something meaningful at work, 
thereby decreasing the energy that reinforces the self-management process. 

The next gap (Gap 5) is essentially about communication between 
supervisors and their subordinates. Communication can be seen as an 
exchange of information and the transmission of meaning,” which is crucial 
in an organisation as it is the main medium for human interaction”'? and a 
tool to convey organisational effectiveness.”" It is important as a way to 
transfer information and to foster and sustain healthy work relationships.”'? 
Such information sharing could in turn nurture interpersonal relationships 


between subordinates and their supervisors.”? Further, a positive work 
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outcome, such as improved performance or increased effort, can be achieved 
if employees are subjected to better communication strategies.”'4 

Given the importance of communication as suggested in the literature 
cited above, this is an area of significance in an organisation such as the DGT. 
However, it is unfortunate that the DGT seems to be lacking in this respect, 
identified as Gap 5 in this research. The poor communication style illustrated 
in Chapter VI may, thus, weaken self-management efforts reguired to be 
engaged by tax official. Such ineffective communication may cause 
misunderstandings and lead to low motivation in an organisation,”' which 
apparently is the case here. In contrast, the pilot project did not seem to suffer 
these shortcomings as supervisors in that project were able to have close 
relationships with their subordinates. This was mainly because of their 
willingness to reduce hierarchical boundaries.”'8 This book proposes that if 
these gaps can be reduced, the DGT may be one step closer to meeting its 
revenue targets. The following section provides a summary of the practical 


contributions of this book. 


B Contributions to Practice 

In noting the practical contribution, it is useful to acknowledge the 
observation of one of the research participants named Ed. Ed believes that to 
improve its revenue performance, the DGT needs to deal with three distinct 


aspects: database, human resources, and legal framework. Although he is 


14 Judy Gray and Heather Laidlaw, 'Part-time Employment and Communication Satisfaction in an 
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currently involved in a team that aims to improve the DGT's database, in Ed's 


view, the other two factors 


are as important. 


In this context, this book attempts to contribute in the human 


resources aspect. For this 


purpose, a concise summary of the main themes 


reported in this book—which were discussed in great detail in Chapter V and 


Chapter Vi—is presented in this section. For convenience, these themes are 


reproduced in Table VII.1. 


Table VII.1 List of co 


ncepts formulated from participants' accounts 


Category 


Description 


Category 1: non-operative militancy 


This concept describes that the intention to desist from corrupt practice already 


existed within the tax offic 


e, although it was politically suppressed. 


Category 2: internal factors 


Reward 
Pay rise 


Further education 


This theme describes increased wages as 
compensation for observing the strict code of conduct 
and adopting a taxpayer-oriented approach at pilot 
offices. 

This theme talks about various opportunities provided 
at pilot offices, organised either formally or informally. 


Thorough examination of the penalty system 
This concept describes that penalties are imposed only after a thorough 


investigation of the situati 
Supportive supervisor 
Being exemplary 


Caring 


ons surrounding the alleged breach. 


This theme describes a situation where supervisors at 
pilot offices helped their subordinates achieve 
favourable working conditions. 

This theme describes a situation at pilot offices where 
supervisors provided a caring environment for their 
subordinates. 


Positive working environment 


Togetherness 


This theme emphasises the willingness of supervisors 
at pilot offices to remove barriers that traditionally 
separated them from their subordinates. 
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Category Description 


Teamwork This theme illustrates the importance of teamwork at 
pilot offices and the way this was maintained. 
Considerate closeness — This theme provides a description of the close 
supervisor-subordinate relationship at pilot offices but 
with each maintaining a certain safe distance. 
Spirituality and This theme underlines the importance of religiosity to 
religiosity improve tax officers' working conditions. 


Category 3: internal gaps 


Expectation Gap A: staff expectations 
Gap 1 The discrepancy between the expectations of staff 
about their supervisor's behaviour and the behaviour 
that they actually observe on a daily basis. 


Gap 2 The DGT's difficulties in delivering supervisors whose 
ability meets staff expectations. 
Gap 3 Whether behaviour expected to feature in a supervisor 


could be seen in reality. 
Expectation Gap B: supervisor expectations 


Gap 4 Supervisor expectations about staff's actual behaviour. 
Communication gap 
Gap 5 How the DGT communicates with its employees. 
Category 4: external gap 
Gap 6 The discrepancy between taxpayer expectations for 
DGT performance and the performance that they 
observed. 


Table VII.1 provides a list of factors that need to be taken into account 
in the current administration of the DGT. The first two categories—identified 
as important by participants from the pilot offices—provide a set of key 
attributes that were seen as essential for the success of the pilot offices. 
Category 1, which explains the ability to recruit sincere officers, was 
particularly important. This is because it enabled pilot offices to recruit tax 
officers of high integrity who later became the driving force in those offices. 

The second category is necessary to transform and maintain the 
condition of newly recruited tax officers from silent militancy into professional 


officers who were willing to do more than simply 'follow the job description'. 
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Most of these factors reguired supervisors to be supportive to provide a 
positive working environment and ensure that rewards and penalties were 
applied in a fair manner. The positive working environment particularly was 
of importance as this was an environment where knowledge sharing and 
innovation could take place. This ensured the productivity of the officers and 
conseguently, the pilot offices. It is also important to note that supervisors 
who were able to show exemplary actions often inspired their subordinates, 
particularly because the Indonesian culture of bureaucracy often puts 
subordinates in a position to look up to their supervisors. This is noted in 
category 4 as the influence of peers. 

This situation was ultimately able to transform potentially sincere 
officers into sincere officers in reality. This is what Gladwell sees as the tipping 
point, referring to a point in time where a particular social behaviour reaches 
and then crosses a certain threshold and then rapidly spreads across an 
organisation.”"' The tax officials at the pilot offices had become what Gladwell 
refers to as 'mavens' who owned the knowledge (possibly obtained from their 
tacit knowledge or training): 'connectors' because of their efforts deliberately 
aimed at removing social boundaries at the pilot offices, or 'salesmen' who 
convinced their peers about the reasons to change at the pilot offices. 

The next two categories, in turn, present aspects that need to be 
considered by the current tax administration. Category 3 in this regard is of 
the utmost importance. This category represents gaps that prevent tax officers 
from performing optimally. Presented as a series of gaps, category 3 illustrates 


pitfalls that are now present and therefore need to be addressed. This includes 


”7 Malcolm Gladwell, The Tipping Point: How Little Things Can Make a Big Difference (Back Bay Books, 


Ist ed, 2002). 
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unmet staff expectations, unmet supervisor expectations and poor 
communication style. Externally, the way the DGT views their taxpayers may 
also need to be improved. It is important for taxpayers to feel that the tax 
office's presence is meaningful. Fulfilling this is nevertheless not an easy task 
as it reguires tax officers to go beyond their job descriptions. For this to occur, 
it is essential to have staff who are willing to go the extra mile. This, again, 
shows the importance of having militant tax officers who work in a positive 
working environment, as identified in category 1 and category 2. These gaps, 
particularly internal gaps, may lead to unhappy employees and unhappy 
employees are guite often not motivated to fully engage with their 


918 


professional work for long periods,”"” making the job of optimising tax 


revenue more difficult. 
IV  FUTURE DIRECTIONS 


Considering the results and the contributions made by this research, 
there are a number of significant future research opportunities under this 
topic. 

A Building on the Findings 

It is apparent in this research that having staff members with a higher 
degree of militancy is essential in the Indonesian tax office context. Exploring 
the mechanics of how to select and subseguently recruit such staff members 
is certainly beyond the scope of this book. This book, however, has identified 
several factors considered important in maintaining this sense of militancy. 


The differences between the application of these factors and their idealised 


218  Andrzej A. Huczynski and David A. Buchanan, Organizational Behaviour (Harlow, England Pearson, 8th 


edition.. ed, 2013). 
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versions are illustrated as gaps in this book. It is important to examine how 
these gaps evolve over time. For this purpose, a set of guestionnaires may be 
constructed with the aim of guantifying the magnitude of those gaps so that 


a time-series, within-institution comparison can be guantitatively undertaken. 


B Applications in Different Settings 

Another immediate application of this book is examining the 
applicability of the findings presented in this book to different contexts. This 
is because these core principles may have immediate applications in different 
settings. It is for this purpose that the guestionnaires touched upon in the 
previous section may be of importance. This would enable inter-institution 
comparison of gaps to be implemented. Decision makers could use the results 
of such a comparison as part of toolkit that can be used to assess their own 
situation. This would enable them to make informed decisions because both 


within- and between-institution comparisons could be made. 
V LIMITATIONS 


The conclusion outlined in this chapter (particularly Section III) should 
be interpreted with regard to several limitations of the research. First, data 
were collected mainly from interviews, and thus, rely on the participants' 
memory. As the project concerns events that took place more than a decade 
ago, it is possible that some events were missed or forgotten. Some 
participants may even pretend that they know or remember the events 


clearly.?"? The fact that the participants' memories might be inaccurate should 


9 Martin Davies and Nathan Hughes, Doing A Successful Research Project: Using Gualitative or 


Guantitative Methods (Palgrave Macmillan, Second Edition ed, 2014). 
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be considered, although this is addressed in this book by corroborating a 
participant's account with that of another (Figure IV.10). 

Second, this research involved only a small number of participants 
because of difficulties in finding willing individuals. While these participants 
were of diverse backgrounds, the research would undoubtedly have 
benefitted from additional participants, particularly for exploring more 
sensitive issues such as corruption and penatties. 

Third, the research was based on self-reported data. Hence, it is 
possible that a participant may have described events that did not happen. 
Although the researcher limited this effect by cross-referencing participants' 
accounts with those of other participants, it might have had a negative effect 
on the overall study. 

Last, the researcher knew most of the participants personally. 
Although according to Homans, as cited by Field and Morse, this can improve 
the accuracy of the researcher's interpretation of the situation being studied, 
care must be taken to minimise the researcher's subjectivity.”9 To deal with 
this issue, the researcher interpreted what the participants said and then 
checked his interpretation with the literature. This process linked the research 
with more general concepts available in the literature.921 However, as the 
findings also contain the researcher's views,922 this study only offers one of 


many possible interpretations. As such, it would be possible for another 


220 Peggy Anne Field and Janice M Morse, Nursing Research: The Application of Gualitative Approaches 
(Aspen Publishers, Inc, 1985) 118. 

21 Joy L. Johnson, 'Generalizability in Oualitative Research: Excavating the Discourse' in Janice M. Morse 
(ed), Completing a Gualitative Project: Details and Dialogue (SAGE Publications, 1997) 191. 

222  Merry-Jo D Levers, 'Philosophical Paradigms, Grounded Theory, and Perspectives on Emergence' 


(2013) 3(4) SAGE Open 1. 
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researcher to formulate a different conclusion based on the same data, which 
seems a notable attribute of gualitative studies.923 As a conseguence, 
generalisation of the findings in a statistical sense could be problematic. 

It is however important to note that the researcher was familiar with 
the situation being studied because of his previous employment at the DGT. 
As a result, he had an inside knowledge and experience on the situation at 
the DGT. Such an experience was particularly useful as a safeguard to check 
the emerging theories against.” 

In spite of this, this research opens up several routes for further 
investigation. First, it would be interesting to examine how the findings 
outlined in this book are put into practice in tax administration currently 
practised in Indonesia. Second, one can examine the applicability of these 
results in other institutions as well, as the core principles outlined in this 


research could arguably find immediate applications in different settings. 
VI  CONCLUDING THOUGHTS 


Bird and Oldman—guoted by James—note that a successful tax 


reform is one that takes into account 'a good dose of local knowledge'.”" 
Therefore, a successful tax reform is likely to be one that is—in Bird's words— 
'built-to-order in accordance with the customer's needs and specifications'.”$ 
This indicates that one of the key issues in atax reform is identifying specific 


local factors—which differ from one region to another—that might be 


923  Corbin and Strauss, above n 881. 


224 George Caspar Homans, The Human Group (Harcourt, Brace & World, Inc., 1950), 14. 
925 James, aboven 322, 30. 
226 Richard Bird, 'Taxation and Development: What Have We Learned from Fifty Years of Research?' (2012) 
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essential for that reform to succeed. This book is an attempt to achieve this in 
an Indonesian context. It starts with the ability of the DGT to transform itself 
from one of the most corrupt public offices in Indonesia” into a less corrupt 
institution.?8 This change began with a tax administration reform pilot project 
almost two decades ago. That project proved able to produce several tax 
offices of high integrity—upon which the current Indonesian tax 
administration system is based—in the midst of corrupt institutions. This book 
reveals part of the nature of this success by identifying key factors behind that 
story. 

The second part of this study examined how these factors are applied 
in the period of up to 2015 when data collection for this book took place. 
Here, it was identified that there was evidence for several internal gaps 
between how these factors are applied and how they are desired to be 
applied. These gaps consist of a staff expectations gap, a supervisor 
expectations gap and a communication gap. These gaps may have prevented 
the optimal performance of tax officials by undermining their militancy. Such 
reduced militancy might have influence on how tax officials deal with 
taxpayers on a daily basis, causing the external gap to widen. 

This book presents the complex relationships among these factors. It 
suggests that to optimise staff members' performance and maximise revenue 
collection, it is critical that these core factors—particularly the gaps—are 


continuously assessed. It is generally accepted within the DGT that by 


227  Mudrajad Kuncoro, 'Mafia Pajak dan Kegagalan Reformasi Birokrasi', Kompas Jakarta), 12 March 2012 
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increasing staff members' financial rewards, an increase in their performance 
can be expected. This book reveals that this may not always be the case. In 
fact, participants rarely mentioned financial reward as a key factor. Instead, 
they referred to more fundamental aspects such as their supervisor's ability 
to be caring or be a model of behaviour. This is probably one of the main 
messages to take from this book. This message is empirically grounded in the 
data and at the same time is validated by the current literature. This signifies 
a contribution to a practical application within the DGT and, possibly, other 
institutions as well. 

Because of the emphasis of the approach taken in this book on the 
participants' narratives, it seems suitable to conclude this book with a guote 
from a participant. In the first interview, Darus talked about how he was 
tempted by one of his auditors to approve an idea for obtaining illicit money 
from taxpayers. Despite the hostility that Darus faced, both from within the 
tax office and from taxpayers, he refused to go along with the reguest. This is 
the attribute of being exemplary, a concept that unfortunately is becoming 
rare nowadays at the DGT: 

Some said that the tax office had changed or, on the contrary, some 

may see itas a thorn in one's side, so to speak. Seen as not being 

together with others. Between guotes, of course. So I'd say that it was 
not... not... not ... what do you call it? It was not an easy journey. Even 
two or three years later fafter the pilot office was officially establishedj, 
people started to cast doubt: because perhaps they saw their 
colleagues were still doing that (corruptionj, meanwhile we were not. 
Whereas 'Mr Darus, we got big fish'. It was how they expressed it. 


And then I said to them, 'Now, let me ask you something, just once'. 
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Itis up to you Sir, just you. Just say the word GO, come on Sir'. 

They were open (to mej. And then I asked them. 

In that case, I'll ask you. Have you been feeling like you are making a 
sacrifice?' 

'Absolutely, Sir. We've been fasting for a long time. Never had an Eid 
celebration' (Eid is a day that Muslims celebrate after completing a 
one-month fasting period during Ramadhan. This is the time when 
Muslims are allowed to have meals during the day again. In this guote, 
fasting is referred to as not taking money from taxpayers, and Eid, 


therefore, as starting to do it again). 
| said, If you've been making a sacrifice all these years, then you'II only 


waste it for nothing, on this very day. If you really want to do that, why 


didn't you do it early on. Ifl say, that is the sacrifice'. 
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STAGE II 


APPENDIX II ANALYTICAL CATEGORIES 
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APPENDIX III INITIAL INTERVIEW GUIDE 


Interviews will be conducted according to the following plan: 


1) 


2) 
3) 


Establishing rapport. 

Greetings and general introduction. 
Information about the study. 
Participant to sign consent form. 
Topics to be covered in the interview: 
Participant background. 


a) 
b) 


a) 


b) 


) 
ii) 


Role taken in the pilot project. 
Role taken now. 


During and after pilot project comparison covering the following topics: 


i) 


ii) 


Ensuring voluntary compliance. 
(1) Taxpayer service. 
(2) Taxpayer profiling. 
(3) Taxpayer consultation. 
(4) Taxpayer education activities. 
(5) Back office support: 
(a) General support (transportation, expenses, etc). 
(b) Knowledge management support. 
(c) Database and IT support. 
(d) In-house trainings. 
Ensuring enforced compliance. 
(1) Field visits. 
(2) Special and routine audit activities. 
(3) Teamwork with different departments. 
(4) Support and/or protection from higher level management. 
(5) Support from external parties (police, local government, etc). 
(6) Back office support: 
(a) General support (transportation, expenses, etc). 
(b) Data guality and IT support. 
(c) Knowledge base support. 
(d) In-house trainings. 


lil) Tax office power. 


(1) Ability to do taxpayer segmentation (eg based on tax mix, taxpayer 
type, business type, etc). 

(2) Chosen approach: taxpayer as client or robber. 

(3) Ability to detect non-compliance. 

(4) Ability to investigate tax fraud. 

(5) Ability to collect tax arrears. 
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APPENDIX IV INFORMATION SHEET AND CONSENT 
FORM 


PARTICIPANT INFORMATION STATEMENT 


HREC Project 


11 

Number: si 

Project Title: Tax Administration and Compliance in Indonesia 
Principal Professor Dale Pinto, Head of Taxation 
Investigator: Department, Curtin Law School 


Student researcher: | Kristian Agung Prasetyo 


Version Number: 1 


Version Date: 05/02/2015 


What is the Project About? 


The tax reform in Indonesia starting in 2000s focused on administration as 
part of the IMF restructuring program. This reform started as a pilot project 
by establishing a large taxpayer office in Jakarta. This later was expanded to 
include medium and small taxpayers and had higher revenue level compared 
to the rest of the Indonesian tax offices. This led to the nation-wide adoption 
of the administration principles emerged from the pilot project. The revenue 
after this nation-wide adoption, however, shows a lower level compared to 
both the revenue level found in the pilot offices and the pre-reform tax offices. 


This research analyses the difference between tax administration in the pilot 
project and administration as currently applied to identify whether, taking into 
consideration the lessons learnt from tax administration modernization pilot 
project, further improvements made to the current administration can 
significantly increase revenue. It will study the factors causing the high 
revenue level of the pilot offices. It also explores legal changes that might 
optimize revenue collection. 


This research is important due to the significant contribution of taxes to the 
national revenue in recent years. On one hand, there is a continuous increase 
in the Indonesian GDP that at a macro level, signal a growth in tax base. 
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Further, the reformed tax administration that is largely based on the IMF pilot 
project seems to be successful. Moreover, OECD also recognised Indonesia as 
having a tax system that is closely aligned with the current best practices. 
However, there seems to be many obstacles in optimising tax revenue. A 
number of factors, including the lack of staffs and corruption, have been 
suggested to contribute to the low revenue collection level although 
currently, the availability of study on this issue is limited. This research will 
provide materials for the Indonesian policy makers on this issue. It will draw 
from lessons learnt from the pilot offices, the views of academics, and the tax 
consultants' position to provide recommendation for improvements. 


Participants of this study will be from: 

1. Tax officials were involved during the tax modernization pilot project led 
by the IMF in 2002-2005. 

2. Those who work at the policy level at the Indonesian tax office 
headguarter and at the Fiscal Coordination Agency at the Indonesian 
Ministry of Finance. 

3. Academics from the University of Indonesia and Bogor Institute of 
Farming. 

4. Tax consultants. 


From this research, we hope we can determine the factors contributing to the 
high level of revenue at the pilot office can and explains the difference 
between the administration at the pilot offices and administration as currently 
applied at the Indonesian tax office. We also hope to be able to propose 
improvements in the tax administration legislation. 


Who is doing the Research? 


The project is being conducted by Kristian Agung Prasetyo and Professor Dale 
Pinto as the main supervisor with Dr Prafula Pearce as the co-supervisor. The 
results of this research project will be used by Kristian Agung Prasetyo to 
obtain a Doctor of Philosophy at Curtin University and is funded by the 
Australian government through the Australia Awards Scholarship. 
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Why am I being asked to take part and what will I have to do? 

You have been asked to take part because you have the condition we are 
researching. If you agree to participate, you will be involved in an unstructured 
interview to describe your experience in working at the pilot projects that led 
to the modernisation process at the Indonesian tax office. You will also be 
asked to compare that experience with your working experiencing now at the 
tax office. The interview will take no more than 90 minutes. 


There will be no cost to you for taking part in this research and you will not 
be paid for taking part. I will provide some souvenirs as a token of 
appreciation for your willingness to participate in this study. 


| will make a digital audio recording so | can concentrate on what you have to 
say and not distract myself with taking notes. After the interview, I will make 
a full written copy of the recording. 


Are there any benefits' to being in the research project? 


There may be no direct benefit to you form participating in this research. This 
research however may serve as a channel for you to raise any voice or 
concerns that you might have. Sometimes, people appreciate the opportunity 
to discuss their opinions or feelings. 


We hope the results of this research will allow us to help the Indonesian tax 
office to increase their performance and ultimately, add to the knowledge we 
have about this condition 


Are there any risks, side-effects, discomforts or inconveniences from 
being in the research project? 


There are no foreseeable risks from this research project. We have been 
careful to make sure that the topics to be covered in this interview do not 
cause you any distress. But, if you feel anxious about any of the guestions, you 
do not need to make any response. 


Apart from giving up your time, we do not expect that there will be any risks 
Or inconveniences associated with taking part in this study. 
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Who will have access to my information? 


The information collected in this research will be non-identifiable 
(anonymous). This means that we do not need to collect individual names and 
will not include a code number or name. No one, not even the research team 
will be able to identify your information. Any information we collect and use 
during this research will be treated as confidential. The following people will 
have access to the information we collect in this research: the research team 
and the Curtin University Ethics Committee 


Electronic data will be password-protected and hard copy data (including 
video or audio tapes) will be in locked storage. This information will be kept 
under secure conditions at Curtin University for 7 years after the research has 
ended and then it will be destroyed/kept indefinitely. You have the right to 
access, and reguest correction of, your information in accordance with 
relevant privacy laws. 


The results of this research may be presented at conferences or published in 
professional journals. You will not be identified in any results that are 
published or presented. 


Will you tell me the results of the research? 


We will write to you at the end of the research and let you know the results 
of the research. Results will not be individual but based on all the information 
we collect and review as part of the research. 


Do l have to take part in the research project? 


Taking part in a research project is voluntary. It is your choice to take part or 
not. You do not have to agree if you do not want to. If you decide to take part 
and then change your mind, that is okay, you can withdraw from the project. 
You do not have to give us a reason: just tell us that you want to stop. Please 
let us know you want to stop so we can make sure you are aware of any thing 
that needs to be done so you can withdraw safely. If you chose not to take 
part or start and then stop the study, it will not affect your relationship with 
the University, staff or colleagues. However, if you chose to leave the study, 
we will be unable to destroy your information because it has been collected 
in an anonymous way 
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What happens next and who can I contact about the research? 


If you decide to take part in this research we will ask you to sign the consent 
form. By signing it is telling us that you understand what you have read and 
what has been discussed. Signing the consent indicates that you agree to be 
in the research project and have your information used as described. Please 
take your time and ask any guestions you have before you decide what to do. 
You will be given a copy of this information and the consent form to keep. 


If you would like to know more about this study, please feel free to contact: 


Supervisor Co-Supervisor Researcher 

Professor Dale Pinto Dr Prafula Pearce Kristian Agung Prasetyo 
Department of Taxation Department of Business Law — Curtin Law School 

Law School Law School Curtin Business School 
Curtin Business School Curtin Business School Curtin University 

Curtin University Curtin University 

Email: Email: Email: 


dale.pinto@cbs.curtin.edu.au  prafula.prearce@curtin.edu.au Agung.kristian@postgrad. 
curtin.edu.au 


All research in Australia involving humans is reviewed by an independent 
group of people called a Human Research Ethics Committee (HREC). The 
ethical aspects of this research project have been approved by the Curtin 
University HREC. This project will be carried out according to the National 
Statement on Ethical Conduct in Human Research (2007). If you have any 
concerns and/or complaints about the project, the way it is being conducted 
Or your rights as a research participant, and would like to speak to someone 
independent of the project, please contact: The Curtin University Ethics 
Committee by telephoning 9266 2784 or by emailing hrec@curtin.edu.au. 
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CONSENT FORM 


HREC Project 


Number: 20 

Project Title: Tax Administration and Compliance in Indonesia 
Principal Professor Dale Pinto, Head of Taxation 
Investigator: Department, Curtin Law School 


Student researcher: | Kristian Agung Prasetyo 


Version Number: 1 


Version Date: 05/02/2015 


e | have read the translation in my first language of the information statement 
version listed above and I understand its contents. 

e | believe | understand the purpose, extent and possible risks of my involvement 
in this project. 

e | voluntarily consent to take part in this research project. 

e | have had an opportunity to ask guestions and | am satisfied with the answers | 
have received. 

e lunderstand that this project has been approved by Curtin University Human 
Research Ethics Committee and will be carried out in line with the National 
Statement on Ethical Conduct in Human Research (2007) — updated March 2014. 

e lunderstand I will receive a copy of this Information Statement and Consent 


Form. 


Participant Name 


Participant 
Signature 


Date 


Declaration by researcher: I have supplied an Information Letter and 
Consent Form to the participant who has signed above, and believe that 
they understand the purpose, extent and possible risks of their involvement 
in this project. 


Researcher Name Kristian Agung Prasetyo 
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Researcher 
Signature 


Date 
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APPENDIX V ETHICS APPROVAL 


MEMORANDUM Bj Curtin University 


To: Professor Dale Pinto Olkad ea ank 
Curtin Graduate School of Business (CBS) Development 
Human Research Ethics Office 

CC: 


2. - TELEPHONE 9268 2784 
From | Dr Catherine Gangell, Manager Research Integrity FACSIMILE 9266 3793 
EMAIL hrec@curtin.edu.au 

Subject | Ethics approval 


Approval number: RDBS-08-15 


Date 03-Mar-15 
Thank you for your application submitted to the Human Research Ethics Office for the project: 5011 
The role of effective tax administration in encouraging greater compliance with taxation laws in Indonesia. 


Your application has been approved through the low risk ethics approvals process at Curtin University. 


Please note the following conditions of approval: 
1. Approval is granted for a period of four years from 27-Feb-15 to 27-Feb-19 
2. Research must be conducted as stated in the approved protocol, 
3. Any amendments to the approved protocol must be approved by the Ethics Office. 
4. An annual progress report must be submitted to the Ethics Office annually, on the anniversary of 
approval, 
5. All adverse events must be reported to the Ethics Office. 
6. A completion report must be submitted to the Ethics Office on completion of the project. 
7, Data must be stored in accordance with WAUSDA and Curtin University policy. 
8. The Ethics Office may conduct a randomiy identified audit of a proportion of research projects 
approved by the HREC. 


Should you have any gueries about the consideration of your project please contact the Ethics 
Support Officer for your faculty, or the Ethics Office at hrec@curtin.edu.au or on 9266 2784. All 
human research ethics forms and guidelines are available on the ethics website. 


Yours sincerely, 


Dr Catherine Gangell 
Manager, Research Integrity 
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hange is the new constant. It is inevitable both for individuals and, more importantly, 

organisations. Unfortunately, most change or reform projects end up unsuccessfully. What 

are the ingredients of a successful reform project? What are the pitfalls that one need to 
watch out forin their reform projects? 


This book seeks to answer these guestions. For this purpose, the author delves into the reform 
project at the Indonesian tax office. Initially only a small project, the reform initiative snowballed 
nationally. The once most-corrupt institution in less than ten years became one of the least 
corrupt public office. The author investigated how that happened. He developed a theory that 
explains the success of the reform and coined the phrase the soul of reform. The new generation 
Of tax officers now seem to be unable to understand the full nature of the soul of reform. This 
leads to the failure to deliver the optimum performance. One key message emerging from this 
book is that a reform will not succeed unless the people in that organisation desires the change. 
Areform project will not succeed without having a soul of reform. 


Politeknik Keuangan Negara STAN ISBN 978-623-6784-23-5 (PDF) 
N Jl. Bintaro Utama Sektor V, Bintaro Jaya, 

| Tangerang Selatan, Banten, Indonesia, 15222 | | | Il | 
/ Telp. #6221 7361654-58 


Email : unit.penerbitan@pknstan.ac.id 9 786236 — 784235 


